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COMMISSIONER OF INTERNAL REVENUE

Washington, DC 20224

December 20, 1982

The Honorable Dcmld T. Regan
Secretary of the Treasury
Washingtion, DC 20220

Dear Mr. Secretary:

I am transmitting the §upplemmtal Report, Statistics of Inoome-1976-
1979, International Income and Taxes, Foreign Income and Taxes Reported an
U.S. Income Tax Returns. This report presents data on the foreign income and
taxes reported by both individuals and corporations. For Tax Year 1979, data
are presented both for individuals claiming a deduction from or exclusion of
income earned abroad and for those claiming a foreign tax credit. Tax Year
1976 data are presented for corporations claiming an amount of foreign tax
credit and for the Controlled Foreign Corporations of U.S. corporations.

Data are presented on the types of foreign earned income and on the tax
exempt amount for individuals claiming a deduction from or exclusion of income
earned abroad. For individuals claiming a foreign tax credit, data are
presented an the types of foreign source income and taxes. These data are
classified by size of adjusted gross income and by selected comtries in which
the inocme was earned or to Which the taxes were paid.

Data for corporations claiming a foreign tax credit are classified by
the industry of the domestic corporatim claiming the credit and by size of
total assets and type of foreign inoome for which the credit was C01111PUted.
Data are presented by the country in which the foreign income was earned or to
which taxes were paid for corporaticns with total assets of $250 million or
more and with an amount of foreign tax credit. Finally, data are presented
for tbe Controlled Foreign Corporations of U.S. Corporations with total assets
of $250 million or more. The major emphasis is the classification of.the
earnings, taxes and transactions of the Controlled Foreign Corporation by the
industry of both the domestic parent and the foreign corporation as well as
the country of incorporation and the principal place of business of the
foreign corporation.

With kind regards,

Sincerely,

~9
A0606 2-r"i

Department of the Treasury Internal Revenue Service
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INTRODIJCTION

The individual part of this publication contains
tabulations on the deduction from, or exclusion of,
income earned abroad and the foreign tax credit
claimed. These data represent statistical estimates
derived from two stratified samples of unaudited
individual Income tax returns filed during Calendar

'
Year 1980. These data supplement the previously
Published annual report Statistics of Income--1979,
IQ&ViM,1,Inq= T.a7 _rTax _Retui;7s.a or F , ,gp.'ars,

those returns filed
during a particular calendar year are for the previous
tax year. For instance, those Form lG40/1040A re-
turns filed by all taxpayers in 1980 were overwhelm-
ingly (approximately 99 percent) for Tax Year 1979.
However, for those taxpayers filing Forms la4O with an
attached Form 2555, Deduction from, or Exclusion of,
Income Earned Abroad, approximately 77 percent of the
returns filed during Calendar Year 1980 were for Tax
Year 1979, 17 percent were for Tax Year 1978 and 6 per-
cent were for Tax Year 1977 or prior. This unusually
large number of prior year returns filed in Calendar
Year 1980 was for the most part caused by several tax
law changes and postponements in filing date require-
ments for those taxpayers with income earned abroad.

Foreign income and
Taxes Reported on

Individual Income
Tax Returns

Fo
r the same reasons, some Tax Year 1979 returns were

not filed until Calendar Year 1981. Amended tax
returns for any year were not included. Because of
this distortion in the filing pattern of Forms 2555, a
clear picture of the economic activity of U.S.
citizens with foreign earned Income for Tax Year 1979
could not be obtained through the Calendar Year 1980
Sample.

For thos
a

returns with a foreien tax credit, Form
1040 with an attached Form 1116, Doriputation of Foreign
Tax Credit, nearly all taxpayer returns filed during
Calendar Year 1980 were for Tax Year 1979. Approxi-
mately 94 percent were for Tax Year 1979, 5 percent

-'for fax Year 1978 and I percent for Tax Year 1977 and
pri or. '

The last report in the supplemental Statistics of
Income series was for Tax Year 1975. Numerous tax Ia.
changes significantly affect the comparability of both
the data on income earned abroad and the foreign tax
credit. The changes in the law are explained in detail
below.

INCOME EARNED ABROAD BY INDIVIDUALS

chances in the Law, 1976-1980

The Tax Reform Act of 1976 (P.L. 94-455) amended
Section 911 of the Internal Revenue Code relating to
U.S. citizens with foreign earned income. Previously
th:seitaxpayers had been able to exempt from taxation
th f rst $20,000 or, in the case of bona fide foreign
residents, $25,000 of foreign earned income. Under
the 1976 Act, this exclusion amount was decreased to
$15,000; however, the Act did retain a $20,000 exclu-
sion for, employees of charitable organizations. In
addition, the method

d
f computing the U.S. tax on the

remaining portion of income was changed, primarily by
7gplying higher tax rates to thei remaining Income.

a Act Iso provided that any Ind vidual entitled to
the earned income exclusion not be allowed a foreign
tax credit with respect to foreign taxes allocable to
the excluded Income.

The Act changed the mandatory requirement to claim
an exemption If either a physical presence test or
bona fide residence test were met. Instead, taxpayers
with foreign earned income were given a choice not to
take the $15,000 exemption of income earned abroad.
This "election-out" could be made so that the taxpayer
would not lose any of the advantages of the otherwise
disallowed foreign tax credit. To prevent shifting
from an exclusion to a credit In any one year, the
election was binding for all subsequent tax years
unless the Secretary of the Treasury consented to its
revocation.

1



2 Foreign income and Taxes Reported on Individual Returns

The Act also stipulated that foreign earned income

received outside of the country in which it was earned

became ineligible for the exemption If the purpose of

such an arrangement was to avoid taxation in that
country. The provisions of the Tax Reform Act

of
1976

were effective for taxable years beginning after

December 31, 1975. However, the Tax Reduction and

Simplification Act of 1977 (P.L. 95-30) postponed the

effective date of these provisions until taxable years

beginning after December 31, 1976.
The Foreign Earned Income Act of 1978 (P.L. 95-615)

further postponed the effective date of the Tax Reform

Act of 1976 to taxable years beginning after December

31, 1977. Therefore, qualifying individuals had to

follow the pre-1977 rules ($20,000/$25,000 exemption)

for Tax Year 1977 returns. These returns were allowed
to be filed without penalty on or before February 15,

1979. For Tax Year 1978 returns, the Act allowed

taxpayers to choose between the $15,000 earned income

exclusion (as computed under thee 1976 rules) or the

provisions of two new rules (a change to Section 911

and a new Section 913) added to the Internal Revenue

Code. Under the Act Section 911 was amended to

include a special election for taxpayers living in a

camp set up by employers in hardship areas. Section

913 was added to the Code to provide qualified
individuals a deduction for certain excess costs of

living abroad. The 1978 Act also repealed for tax

years after 1978 the $15,000 earned income exclusion.

P.L. 96-595 and P.L. 96-608 retroactively affected

taxpayers with foreign earned income in Tax Year

1979. However, both had little impact on the

statistics presented in this report because of their

being enacted very late in Calendar Year 1980 after

the overwhelming majority of the statistical sampling

had taken place. P.L. 96-608, enacted In November

1980, added a provision whereby the bona fide

residence and physical presence tests could be
we ived

If individuals were required to leave certain

designated foreign countries due to war, civil unrest

or a similiar situation after August 31, 1978. In

such cases pro rate benefits could be claimed for the

period spent in such countries.
In addition P.L. 96-595 enacted by the Congress in

December 1980, allowed individuals
of

tax-exempt

charitable organizations who performed qualified

charitable services in less developed foreign

countries to elect, in lieu of the deduction for

foreign living ex
I
penses, n exclusion of $20,000 from

gross income similiar to employees residing in
hardship area camps. This provision was retroactive

to taxable years beginning after December 31, 1978.

$tatus of the Law, 1979

U.S. citizens living abroad in 1979 were in ?an ral

liable for U.S. tax on their worldwide ncome.

However, U.S. citizens with earned income from

personal services performed in a foreign country were

accorded certain tax treatments different from

citizens with earned Income in the United States.

Under Code section 913 qualifying taxpayer
S

were

allowed a deduction from gross income for the excess
res :n

costs of living in a foreign country. As

alternative to this deduction, a taxpayer who id d

in an employer camp In
a fore

ign hardship area could

elect under Code Section 911 to take an annual

exclusion from gross income of up to $20,000 of

foreign earned income. In addition,
employees

0
f

tax-exempt charitable organizations who provided

qualified charitable services in less developed

foreign countries excluded from gross income up to

1520,000 of foreign earned income .
The law granting the deduction from, or exclusion

of, foreign earned income had many requirements and

restrictions. Only earned income was considered under

Sections 911 and 913. Earned income meant compensa-

tion for personal services rendered. Common types of

earned income were salaries and wages, commissions,
bonuses and professional fees. Foreign income that
was not considered as earned included such items as
dividends, interest and capital gains. Certain other
types of income Such as pensions, annuities, rents,
royalties and business profits could have fallen into
either category. For instance, for a taxpayer engaged
in a trade or business involving both labor and

capital, 30 percent of the taxpayer's Share in the net

profit was considered earned income.
In order to qualify for either the deduction or the

exclusion, an individual abroad had to met either a
bons floe residence test or a physical presence test.
A limited amount of excess foreign living expenses not

to exceed net foreign earned income (minus allocable
deductions) he re applicable, the $20,000

exclusion i.0%.5" tax could be claimed if the

taxpayer w
as:

(1) a U.S. citizen who was a bona fide

resident. of a foreign country or countries for an
uninterrupted period that included an entire tax year,

or (2) a U.S. citizen or resident alien who was
physically present in a foreign country for at least
510 full days (17 months) during any period of 18

consecutive months. The determination of whether the

taxpayer was a bona fide resident of a foreign country

was made by applying the principles of Code Section

871 and associated regulations that related to what
constituted residence or nonresidence of an alien in
the United States.

U.S. individuals living abroad had to establish that

they were bona fide foreign residents. Bons fide

foreign residence was dependent on the facts about the

taxpayer's intention with regard to the length and
nature of the stay abroad. The basic criterion for

establis1hment of a bona fide foreign residence was the

distinction made between transients and those who

truly made their home abroad. There had to be per-

manence and stability in the employment abroad in

order to satisfy the requirements. .
Specific evidence of a bona fide residence was sale

of a home in the United States and purchase of a home
abroad, long-term lease of a home or apartment abroad

and termination of financial and social activities in

the United States and engaging in similar activities
in the foreign country. For Instance, employees who
were transferred abroad by their employers satisfied
the requirements of bona fide residence if they gave

up their home in the United States and purchased a

home In the foreign country; moved their family and

personal belongings abroad; and, In the course of

living abroad, joined business, civic, fraternal or

religious associations in the foreign country.
However, a taxpayer did not fail to meet the

requirements of bons fide foreign residence If there
was an intention, indefinite as to time, to return to
the United States. Thus, it was possible for a
taxpayer's domicile to be in the United States while
having a bona fide residence abroad, with the ultimate
intention of returning to the United States. Those
taxpayers who qualified under either test (or were
eligible for the waiver described earlier) but were
present abroad for less than a full tax year, were
required to prorate their expenses or exclusion for
the y ar

acco
rding to the number of days abroad.

The deduction for excess foreign living expenses
consisted of five expenses: (1) qualified cost-of-
living differential, (2) qualified housing costs, (3)
cpalified schooling expenses, (4) qualified how leave
travel expenses, and (5) qualified hardship area
expenses. The qualified cost-of-living differential
reflected the excess expenses attributable to the

higher cost of living In a foreign country. This
differential represented the amount by which the cost
of living (exclusive of education and housing) in a
particular foreign country of residence exceeded the
cost of living for the metropolitan area in the

continental United States (excluding Alaska) with the
highest living costs ( New York City for 1979).

Foreign Income and Taxes Reported on Individual Returns

The reasonable schooling expenses paid or incurred
by or on behalf of the individual during the taxable
year for the education of each dependent of elementary
or secondary tevel were qialified schooling expenses.
Elementary or secondary level meant the equivalent of
an education in a United States-type school from the
kindergarten through the 12th grade. The expenses had
to be attributable to education for a period during
which the individual's tax home was in a foreign
country, and in which the dependent resided with the
individual at the foreign tax home.

Qualified home leave travel expenses Were the
reasonable amounts paid or incurred by or on behalf of
the taxpayer for transportation from the location of
the Individual's foreign tax home to the individual's
present or, if none, most recent principal residence
in the United States. If neither of these applied
then the expense Incurred to the nearest part of entry
In the continental United States, excluding Alaska,
and return. This expense included the transportation
of the individual and each dependent for the period
lived with the individual at the foreign tax home.
The amount of the deduction was limited to one round
trip per person for each continuous period of 12
months for which the individual had a foreign tax home.

The excess of the individual's housing expenses over
the Individual's base housing amount was the qualified
housing expenses. "Housing expenses- meant the
reasonable expenses paid or incurred during the
taxable year, by or on behalf of the individual for
housing and, if they resided with the taxpayer, for
dependents, in a foreign country. The term Included
expenses attributable to the housing, such as
utilities and insurance, but did not include interest
and taxes that were deductible on Schedule B, Form
1040. The housing expenses were taken into account
only to the extent that they were not lavish or
extravagant.

The "base housing amount" was 20 percent of the
excess of the taxpayer's foreign earned income, over
the sun of: (a) the housing expenses; W the
qualified cost-of-living differential; (c) the
qualified school expenses; (d) the qualified home
leave travel expenses; and (a) the qualified hardship
area deduction. The taxpayer's foreign earned income
was reduced by the deductions properly allocable to or
chargeable against that earned incowne, other than the
section 913 deduction.

The qualified hardship area deduction was computed
on a daily basis at an annual rate of $5,000 for days
during which the individual's tax home was in a
hardship area. The term "hardship area" meant any
foreign place designated by the Secretary of State as
a hardship post where extraordinarily difficult living
conditions, notably unhealthful conditions, or
excessive physical hardships existed and for which a
Post differential of 15 percent or more was provided
or would be provided if officers and employees of the
United States Government were present at that place.

The cost-of-living differential and qualified
housing expenses were not available to employees
receiving meals and lodging from an employer, the
value of which were not includible as part of foreign
earned income. In addition, special rules were
Provided for employed individuals who maintained
separate households for their spouses and dependents
in a foreign country other than their tax home because
Of adverse living conditions at the tax home.
Generally, these rules provided that the computation
of the qualified cost-of-living differential,
qualified housing expenses, qualified schooling
expenses and home leave transportation expenses be
based on the second household rather than on those in
the foreign tax home.

An alternative to claiming the deduction for excess
foreign living costs was provided for: (1) individuals
living in camps set Lip by employers In a hardship area

3

or (2) a retmactive provision for employees of chari-
coaubilterioersanizations employed In less developed foreign

. An exclusion not to exceed 20,000 of
foreign earned income could be claimed provided the
taxpayer met either of the foreign residence tests.
The excluded income had to be attributable to personal
services performed while resident in a camp with
substandard lodging provided by the employer for the
employer's convenience in a remote area where at the
same time there could not have been satisfactory
alternative housing available on the open market.

Many U.S. citizens living in foreign countries
during Tax Year 1979 were not entitled to the
deduction from, or exclusion of, foreign earned income
under the bons fide foreign residence or physical
presence rules. Generally, the following types of
taxpayers did not qualify: (1) civilian U.S.
Government employees, (2) members of the U.S. Armed
Forces, and (3) residents of Puerto Rico, Guam, the
U.S. Virgin Islands, 3Dhnston Island, American Samoa,
Midway and Wake.

Summary of the Data an Foreign Earned Income

Figure A Presents selected summary statistics on
foreign earned income for Tax Years 1972-1978. The
data show an Increase in the number of returns of U.S.
ciotreizgennseawronriknigng.obTroeadnuamndeEt olfargetrurinnserfeialsedinitthheirn

attached Form 2555 increased from approximately
100,000 for 1972 to 170,000 for 1978, while the total
income earned abroad by these taxpayers increased from
$1.9 billion to $5.8 billion.

Caution should be used when comparing the data for
1972, 1974 and 1976-1978 with data for 1975 and 1979
because of the differences in design and size of the
statistical samples on which they were based. The
data for 1972, 1974 and 1976-1978 were derived from
the relatively small number of returns filed with a
Form 2555 in the Form 1040, Statistics of Lncome Infor 1;~5
,9n FM L -_viduall ceLx R Sate, whereas 2nda a w rJ 0

n independent and larger
sample drawn from the total population of all individ-
ual income tax returns filed with a Forn 2555 attached.
In addition, data for 1977 and 1978 are not directly
comparable with date for earlier years because of
changes in the law. In addition, because of the many
tax law changes and postponements previously mentioned
the 1978 figure is overstated because it includes 1977
tax year returns; while the 1979 figure is understated
as it excludes some 1979 returns filed in 1981.
Because of these many changes and postponements, these
figures cannot be taken to accurately reflect the
year-to-year situation of taxpayers with foreign
earned income, but rather a general picture averaged
over several years.

Figures B and C present similar summary statistics
an foreign earned income for those returns filed in
Calendar Year 1980. Both figures present the total
economic activity for all taxpayers with foreign earned
income who filed a Form 2555 during 1980. Figure 8
shows that 77 percent of all returns filed were for
Tax Year 1979, 17 percent for Tax Year 1978 and the
remaining 6 percent were for Tax Years 1977 or prior.
For all returns filed during Calendar Year 1980,
approximately 76 percent were for returns with less
than $50,000 of adjusted gross income; however, these
returns accounted for only 53 percent of total foreign
earned

income
. Figure C summarizes the geographic

areas where twayers livecl abroad. The most prominent
areas of residence were European countries where 32
percent of Americans living abroad resided and Asian
countries were 37 percent resided.
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4 Foreign Income and Taxes Reported an Individual Returns

Figure A. --Number of Returns, Income Earned Abroad, and Tax-Exempt Amount by Size of Adjusted Gross Income: 1972,
1974, and 1975-1978

[All figures are estimates based on samples-oney mounts are in thousands of dollars]

1972 1974

Size of adjusted gross income
Number J ~rlcoma earned abroad N-bor .. earned abroade

of

_

returns J Ta...... t r a turn
a

i7or. I

-
IS' elpt

amount amount

(3) (4) (5) (6)

Total. ......................................... 101,832 1,867;936 1.381,696 125,808 2,678,488 1,818,357

No adjusted gross income ............................. 25,799 215,379 214,857 26,269 269,355 268,458

$1 under $5,000 ...................................... 42 044 601 471 567,447 52,952 732,115 703,599

$5
,
000 under $10,000 .................................

:
12 471 283:354 221,968 -7,593 *160,627 *135,905

$10 000 under $20,000 ................................ *8 892 *220 823 *152 905 -18 099 467 129 276 724

$20:000 under $30,000 ................................ 6:970 222:909
1
06:818 7:865 312:015 176:436

$30 000 under $50 000 ............. I .................. 3,363 172,712 69,300 8,356 371,603 159,271

$50:000 ude
r

$10;.000 ............................... 1,777 106,926 38,256 3,992 283,816 80,568

$100 000 under $200,000 .............................. 427 33,184 . 8,079 540 53 271
'

14 258

000 under $500,000 ..............................$200 83 10,664 1,926 1121 33612 1 2:712
SSO :

0 000 or more ..................................... 6 514 1 140
1

2
7

221 426

1975 1976

Size of adjusted gross income Number Income earned broad Number Income earned abroad

of - of

returns
Total

Ta:-ex-pt returns
mount

(7) (8) .(9) (10)

Total ..........................................

.
140,195 3,027,045 1,995,202 140,438 3,471,858 2,131,420

No
adj usted gr.as income ............................. 34,761 3139,870 387,182 21,932 260,209 259,482

$
1
unde

r $
5

,
000. ..................................... 41,155 551,971 530,351 , 43,278 611,908 606,667

$5,000 under $10,000 ................................. 15,789 277,484 225,947 17,466 315,243 276,643
S
10,000 under $20,000 ................................ 21,443 547,350 353,655 21,810 554,682 353,616

S
20,000 under $30.000 ................................ 11,218 387,976 198,93B 17,795 598,260 289,658

$30 .000 under $50,000. ............................... 10,468 414 132 195 311 1 9,917 1.0,347 190,586

000 under $100,000 ...............................$50 4,891

3":936 93: 733
6,686 430 149

:
122,604

$, ;

0 Do und 00 ...................... .. .r $2 0
0 0

386 14543 , 1 371 1 1,303 174l11 26 667
0 :

00:00$200,00 und r $5 0...................... 77

1 : 97

85

1:.14 lg

0

86833
:

4 792$500,000
or more ..................................... 7 3.282 1 175 31 61815 706

1977 1978

ross incomedf d bN
Income earned abroad

N b
Income earned abroad

Deduction
for excessgSize o a juste um er sum
foreign

a
o
f

return Total ofreturns
I

Total

1To -t

Tax-exe.pl
mount

Amunclu
t

a
ded

9
l""
expenses

(13) (14) (15) (16) (17)

1 7

(18) (19) (20)

Total .................... 123,045 3,068,234 1,486,426 169,951 5,772,795

F

1,955,180 98,100 269,OOC

No adj -sted gross
income$1 unde

,
$5

,
000 ........ 63,160 789,463 628,730 76,042 1,241,004 967,314 43,795 -

$5 000 under $10.000 ...........
$16 000 under $2 o o ..........

() ()

18,768 427,052 261,978 26,392 761,145 395,982 - 24.994

$2
0
:000

und
a
r $30 00 ..........:0 16,714 490,095 240,812 21,435 6214 77 . 235,316 16,223 6,673

$30 000 under $50,000 .......... 15,659 650,200 204,227 22,093 1,040,476 185,024 20,020 79,20E

$50:000 under $100,000 ......... 7.154 504,896 121,206 19,220 1,403,379 144,075 18,585 114.75(

$1 0 000 under $200,000 ........
0

1,357 154,695 24,777 4,257 498,278 23,550 400
1

40 21(
:

0:000 under $500,000 ........$2 210 43,573 4,291 464 96.414 3,420 78 2 984

$500,000 or mor ................0 23
1

8,259 1 405 1 48 1 17,338 500 - 171

-Eatimate should be used with caution because of the small number of sample returns on which it was based.

NOTE: The information for each of the years 1972, 1974, and 1976-1978 appears in the StAtiZUU 06 Income—

IndivZduat Income Ta.x Rctuxnz reports for that year. The information for 1975 appear. in table I of

Section 3, Supptement RepoAt, StatisticA o6 Income-- 1972-1978, InteAnat~Lonaf income and Taxe.6,- Fo.%ugn
I

neome and TaxeA Repotted on Individuat Income Tax RULuuu.

Doto
I
or 1977 and 1978 are not c-p ...ble with data for earlier years because of change. in the I- U.-

mariz., far each year in the applicable Stat,4AUU o6 Income--Indivi&lat Income T~ Retwmb report.

Detail
may

not add to totals because of rounding.
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Figure D reveals that 78 percent of all Tax Year
1979 returns were attributable to those taxpayers who
were bona fide foreign residents, In contrast to 22
percent who were filing Forms 2555 under the physical
presence rules. In addition, $3.2 billion or 85
percent of total income earned abroad was attributable
to those taxpayers who were bona fide foreign resi-
dents, whereas only $551 million or 15 percent of
foreign income was earned by those taxpayers with
17-month foreign presence.

Figure 0 -

Reiturns vith a form 2555
Aumberjof returns and income
as-ad abroadtj-." of
mkience status:abroad,
1979 Tax -Ywr 49turms
fled 1n;,calandarjew
199D

E
Astums,vAth-a -4orm:2555 -- '17%

~~,dbtftuflonvf Income,
Aernedidbrolkaby*61601ed- ~
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,filed in-calendar year 4980 . ~

Figure E shows that the most significant foreign tax
hw

rel7wapsekSeudi
oAfrafboiraeighneriencacPmperowxalsmaetealrnyed$643 million

In addi-
tion to Saudi Arabia, six other countries, United
Kingdom, West Germany, Japan, France, Switzerland, and
Belgium, were significant foreign tax homes. U.S.
taxpayers residing in these seven countries accounted
for 49 percent of total foreign earned Income from
1979 returns filed during Calendar Year 1980.

Toul Inco,ne owned abroad for
-versonal ow v - $3.710.000

4%

51%
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FOREIGN TAX CREDIT ON INDIVIDUAL INCOME TAX RETURNS

changes in the Law, 1976-1978

The Tax Reform Act of 1976 changed the method of

computing the foreign tax credit for individual tax-

payers. Generally, for taxable years beginning after

December 31, 1975, only the overall limitation method
of computing the credit was allowed. However, in

order to alleviate the effects of this change on cer-

tain taxpayers for taxable years beginning before 1979

the per-country limitation was allowed for Income from

sources within a U.S. possession.
Another part of the Tax Reform Act of 1976 that

related to the computation of the credit by IndIvId-

uals was a change in the method of reporting foreign
source capital gains. Foreign source capital gains

we
re now required to be offset by any U.S. Source

capital losses. Consequently, when computing taxable

income from sources outside the United States, ca,,p,ital

gains were included only to the extent of f ign

I source capital gain net income. In effect, thi
s Was

the lower of capital gain net income from outside the

United States or from all sources (domestic and for-
eign). In addition, when an individual sold property

utside the country: 1) of residence, 2) in which it

was used in the conduct of
a

trade or business, or 3)
an 50In which over the past three years more th

percent of gross income was received, the gain from

the sale was considered U.S. source income and there-

fore not eligible for a credit unless the sale was
subject to a 10% effective foreign tax rate.

The Act introduced the requirement that the foreign

tax credit be reduced If a taxpayer agreed to partici-

pate in or cooperate with
an international boycott.

If the taxpayer calculated the taxes specifically for

boycott operations, the total amount Of taxes availa-
ble for credit was reduced oefore computation of tee
credit limitation. However

,
If the taxes could not be

specifically identified the credit limitation wa's co~
puted and then reduced by an international boycott

factor, the numerator of which was payroll, sales and

purchases in the countries requiring a boycott and the

denominator payroll, sales
'Ind

purchases from all

sources.
Finally the Tax Reform Act allowed individuals

claiming a foreign tax credit to take the standard

deduction rather than requiring taxpayers to Itemize

their deductions in computing their total taxable

Income from all sources.

I

Status of the Law, 1979

U.S-. taxpayers (defined to include both U.S. citizens
and aliens resident In the United States) who paid or
accrued foreign taxes on their foreign source income
were eligible to use those taxes either as an itemized

deduction under the provision of Code section 164 or
as a tax credit, provided that the foreign source
I ncome was subject to U.S. taxation. The foreign tax

credit was allowed against Income tax before credits

or by using a computation, the alternative minimum

tax. However, the credit could not be applied against

any of the "other taxes" reported on Form 1040, such

as the tax from recomputing prior year inve
stment

tax

credit, minimum tax for tax preferences, tax on early
distributions to owner-emPlayees, tax an lumb-sum dis-

tributions, and tax on certain distributions from in-

dividual retirement arrangements all of which were

part of total tax liability. The credit was allowed

only for taxes which qualified under Code sections 901

and 903. No credit was given for amounts refunded or

for interest and penalties.
The choice of taking the deduction or claiming the

credit was up to the taxpayer. In the majority of

cases it was advantageous to claim the foreign taxes

as a credit since, after computing thee credit IImIta-

tion, the allowable foreign tax credit resulted in a

dollar-for-doller reduction of U.S. tax liability.
The foreign tax had the effect of lowering the com-
bined total of U.S. and foreign taxes, thereby lessen-
ing the effects of double taxation,

The foreign tax credit could be claimed for Income,,
war profits and excess profits taxes paid or accrued
for Tax Year 1979 and for the carryover of allowable
prior years' foreign taxes which were in excess of the
statutory credit limitation for the years involved.
Thus, foreign tax credit claimed for 1979 was not
necessarily for tax paid to the foreign countries for
that year. Taxpayers claiming the benefit of the
foreign tax credit were limited on the amount they
could claim for a given year. The limitation was
accomplished by requiring taxpayers to compute, using
the overall limitation method, the actual amount of
credit to be claimed. Under this method, the amount
of credit as based on the total amount of taxes Paid
to all foreign countries and U.S. possessions. The
credit could not exceed the percentage of total U.S.
tax that taxable income from sources outside the
United States bore to total taxable income from all
sources. Thus the credit claimed could have been less
than the full amount of foreign income tax paid or
accrued.

Those taxpayers claiming the benefit of the foreign
tax credit were also limited in other ways on the
amount of their creditable foreign taxes. Eligible
taxes paid or accrued on foreign mineral income and on
foreign oil and gas extraction income had to be re-
duced first, before computation of the credit. Taxes
paid or accrued to a foreign country on mineral income
derived in the country had to be reduced if a deduc-
tion for percentage depletion was allowed for any part
of the mineral income. Under this provision foreign
income taxes paid or accrued to a foreign country or
U.S. possession on foreign mineral income had to be
reduced to the extent that U.S. tax was reduced by the
exc ass of percentage depletion over cost depletion.
Foreign oil and gas extraction income taxes were also
required to be reduced. The amount of this reduction
was the amount by which the foreign oil and gas extrac-
tion taxes exceeded the foreign oil and gas extraction
income for the taxable year multiplied by a fraction,
the numerator of which was income tax against which
the credit was allowed, and the denominator of which
was total taxable Income from all sources.

In general, amounts of foreign income taxes which
exceeded the allowable credit in the computation year
were permitted to be carried back or carried forward
for Inclusion In the foreign tax credit computation
for the 2 prior years and 5 succeeding years. The
excess taxes applied, first, to the earliest of the 7
applicable years, then forward to the next. Special
transitional rules for use in applying the carryback
or carrMver were in effect for taxpayers with the
per-country limitation method prior to January 1,
1976. Generally, carrybacks or carryovers could be
made but only to the extent such could have been used
In the preceding/succeeding taxable year had the
per-country limitation continued to exist.

In computing the foreign tax credit for foreign
taxes paid or accrued with respect to: (1) certain
interest Income as defined In Code section 904; (2)
dividends received from a Domestic International Sales
Corporation (DISC) or from a former DISC; and (3)
foreign oil-related income, separate computations of
the foreign tax credit from all other income were
required, and separate carryover rules might have
applied.

"Taxable income from foreign sources" was gross in-
come less allocable deductions determined under the
provisions of the Internal Revenue Code and applicable
tax treaties between the United States and particular
foreign countries. This taxable income was the base
on which U.S. taxes an foreign earnings were deter-
mined. It could differ from the taxable income
computed under foreign tax low.

Foreign Income and Taxes Reported on Individual Returns

In computing taxable income from sources within a
PsaesrtioluolsasresfoorreiogtnhecroucntarsysorwhiUc.hS.wepoessedsisieon,lyexpleln-

cable to the foreign income were deductible from grDssincome. Other expenses which were not directlyrelated to specific foreign source income items weredeductible from gross income on a percentage basis.The numerator of the fraction was the gross income
from sources within the particular foreign country andthe denominator was the taxpayer's gross income fromall sources, domestic and foreign. For purposes ofcomputing the credit, the deduction for personal anddependency exemptions was not allowed into the compu-tation of foreign taxable income or total U.S. taxable
Income. Also, in computing total foreign taxable In-come and total U.S. taxable income, taxpayers could nottake into account any foreign Income excluded fromU.S. tax as reported on Form 2555, Deduct-, Im, -Exclusion of Income Earned Abroad. In addition, theamount of taxes paid or accrued on this excluded In-come was not allowed In the foreign tax credit compu-tation.

Taxpayers sustaining an overall foreign loss which
reduced their U.S. source income and tax liabilitywere subject to recapturing this foreign source lossin later years when they had taxable income from
foreign sources. This was accomplished by treating a
part of foreign Income as income from sources withinthe U.S. The part treated as U.S. source income wasthe smaller amount of overall foreign loss not recap-tured in earlier years or fifty. percent (or a larger
percentage chosen by the taxpayer) of taxable Incomefrom sources outside the U.S. This recapture reduced
the numerator in the credit computation fraction and
resulted In a lower available foreign tax credit limi-
tation.

The foreign tax credit was not allowed to: (1) U.S.
citizens entitled to an exemption from U.S. tax onincome from sources within U.S. possessions, (2) U.S.citizens who were inhabitants of the U.S. Virgin
Islands, and

(
3) citizens of U.S. possessions (except

Riarto Rico) who were not otherwise U.S. citizens orresidents. In addition, nonresident aliens were notallowed a foreign tax credit except for income taxespaid to a foreign country on foreign source Incomethat was "effectively connected" with a trade orbusiness in the United States. However, because thesetaxpayers were required to file Farm 104OW, daterelating to them are not Included in this report sincethese forms were not used for the statistics.

9

Summary of the Date on Foreign Tax Credit, 1972-1979

Figure F compares the number of returns and foreigntax credit claimed by size Of adjusted gross Incomefor 1972-1979. The number Of returns increased fromapproximately 202,000 for 1972 to approximately

c8red,100tO cfloarmel:77n,creheisleed
1fromemou2nt molf1lifoonreign StsIx

million in 1978 and decreased slightly to $842 millionin 1979. In comparing 1975 and 1979 statistics withthose of other years shown, note should be taken ofthe different statistical samples used for the twoyears. For 1975 data see the discussion in "Sourcesof the Data" in Section 2 S lemental Re ortTa-
W

t:1211cs of, Income--1972-1978 nterna one Incomexes.
oreiqn_ Igco~~a 1~jes Ke Ogg,9, sa~e

'rPP-MRIndividual Income Fax Keturns. Fo: 979 a a seethe oiscusslon under '6Fs_L_,r1Ption of the Sample" Inthis part.
Figure G presents selected income and tax data fromall sources and foreign sources attributable to theten countries reported the most number of times onForm 1116. From the 265,575 returns with a Form 1116,Canada was reported on over 28 percent, South Africaon over 11 percent and the United Kingdom on over 6percent.
Figure H presents the percent distribution by se-lected country, of taxable income from foreign sourcesand foreign taxes paid or accrued, respectively. Thefigure reveals that over one-half of the taxable Incomefrom foreign sources was attributable to only nine for-eign countries. In addition, almost three-fifths of'all foreign taxes paid or accrued was attributable toten foreign countries. Canada with 12 percent and 14percent respectively, -as the leader In both cate-gories. The United Kingdom, with 10 percent of eachtotal, was the second dominant country. Figures G andH used together present a clear picture of the domi-nant countries of economic activity of individual U.S.taxpayers. Canada, United Kingdom, Puerto RicoSwitzerland, Japan, Saudi Arabia and West Germany a;seen as the most imcortant foreign countries in termsof the number of returns, foreign source taxableIncome and foreign taxes paid or accrued.
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Figure F-Number of Returns With Foreign Tax Credit and Foreign Tax Credit Claimed by Size of Adjusted Gross
Income, 1972-1979

(All figures are estimates based on samples-money amounts are in thousands of dollars)

1972
11

7 3 1974 1975

Size of adjusted gross income
Number Number Number Number

of Amount of Amount of Amount of Amount
returns returns returns returns

(1) (2) (3) (4) (5) (6) (7) (a)

All returnis. total ......... 202,440 221.387 223,127 255,286 233,191 291,730 231,078 345,928

$1 under $5,000 .................. 6,879 909 11,898 1,391 11,231 1,458 7,253 1,031
$5 000 under $10,000 ............. 21,695 81515 21,738 6,115 32.888 10,056 20,516 4,439
$1

0,

UO
under $20 000 ....

0
43 373 14 843 63 122 27 200 50 043 24 874 44,446 36,997: :

$20,00 0 und or $30 000 .... .. 41:391
2
9:897 35:490 33:229 45:020 40:205 38,851 42,649

$30,000 under $50,000 ............ 40,227 29,911 42,018 50,086 36,311 61,321 59,969 91,885

$50,000 under $100,000 ........... 31.748 35,910 32,183 47,873 37,843 78,212 39,598 87,241

$100,000 under $200,000 .......... 12,078 22,893 11,918 27,789 14,213 33,816 14,768 31,594
$200,000 under $500,000 .......... 4,045 12,507 3,901 16,673 4,609 22,312 4,588 18,446
$500,000 or more ................. 1,004 66.002 859 42,730 1,033 19,476 11089 31,645

Total taxable returns ............ 189,557 193,327 204,023 225,006 214,136 248,267 212,694 290,154

Total nontaxable returns.. ....... 1 12,883 28,059 19,104 30,280 19,055 43,463 18,384 55,774

1976 1977 1978

Size of adjusted gross income Number Number Number
of Amount of Amount of Amount

returns returns returns

(9) (10) (11) (12) (13) (14)

All returns, vocal ............................. 255,749 427,627 240,874 451,033 278,267 901,030

,*,,* ... ***,,*,,*,*** ..... , * ........$1 unde r $5
'
000 . ~1,467

*"
16 463 8 196 8 327 8 533

:, .
$5 000 u der $10 000 ....................... I ...... - 24,D33 4,H3

, , , ,

$10,000 under $20,000 ................................ 57,754 24.058 57,149 43,603 58.554 79,925
$20 000 under $30 000 ...................... ......... 51.599 59,908 38,376 48,363 51,047 65,173
$30:000 under $50:000 ................................ 50,168 85,420 58,357 102,103 65,OB2 161,598

$50,000 under $100,000 ............................... 47,348 118,640 46,179 119,078 64,255 302,491

$100 000 under $200,000 .............................. 16,671 67,872 17,088 69,247 21,803 170,924

$200: UDO under $500,000 ........................ ..... 5,410 26,183 5,783 33,820 7,398 62,144

$500,000 or more ..................................... 1,299 40.673 1,479 26,621 1,801 50,242

Total taxable returns ... - ........................... 233,887 356,614 227,800 388,944 241,638 721,943

Total nontaxable returns ............................. I 21,SHL 71,013 13,074 62,089 36,629 179.087

1979

Size of adjusted gross income Number
I

'f are, or
Amount

(15) (16)

All returns, total-.. ................................................................ 287,508 842,176

Under $10,000 .................................................. .........
*" , ", ...

23 423 3 72
0. ... ..: : :

$
10 000 under $25,000 .................................................... : 76:603 74:804$
25:000 under $50,000 ......................................................................... 79,704 136,525

$50
,
000 under $100,000 ........................................................................ 69,742 317,426

$100 000 order $200,000 ............................. ....................... ................. 25,892 184,748

$200:000 under $500,00D.- ............... ................................................... 9,474 72,802s
500,000 or more . ............................................................................. 2,670 52,152

Total taxable returns ............................................ ............................ 246,283 669,373

Total nontaxable return...................................... . ............................... 41,225 172,803

-Estimate should be used with caution because of the small number of sample returns on which it was based.

NOTE: The information for each of 1972-1974 and 1976-1978 appears in Stat.,L6tic4 06 MCDMe-7ndividuat income

Tax Retu4ft publication for that year.

Derail may not add to totals because of rounding.

Foreign income and Taxes Reported on Individual Returns
.. ..... ...

I I

....... .... .. . .....

U-1. -0

........ -1) (2) (3))
............

. ............ ........................ -- ...... . . ..... .......
....

............... ...........

Ki.14 ................................

............................

...... -.799 -jll

36-2......1
........ ........

................
10

........................ .
.222 M.1 77 ..711 ILII~

'

. .................................

........................................... .
41.144 06.111 46,22 32 ::6. ...................

........................ .......... . . . .

............

-6. 30-

4

71 .111

:::,::. 331,6

I

RRegtt"urna with a foreign Ux credit .

Percent distribution of texahfs Income from percent distribution of foreign taxes
foreign soureft ~y setsafed Country,

tQ79 Paid or accrued, by selected Country, 1979
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Description of
the Samples

The data for this 1979 Tax Year Statistics of Income
(SOI) report were estimated from two independent
stratified probability samples of Individual Income
Tax Returns (Form 1040) filed and processed during
Calendar Year 1980. One of these samples, the basic
SOI, was used to prepare the 1979 Tax Year publication
on Individual Returns, already published. The basic
sample size of 203,605 returns was selected at the ten
Internal Revenue Service Centers from a population of
92

1
774,844 returns.

The second sample (supplementary) was selected from
that portion of the individual population that had an
attached Form 2555, Deduction from, or Exclusion of,
Income Earned Abroad. The sample size of 7,650
returns was systematically selected at the IRS
Philadelphia Service Center from a population of
119,429 returns.

The population of Forms 1040 with Forms 2555
attached was also included in the basic sample frame,
but was subjected to sampling at considerably smaller
rates. Therefore, to increase the reliability of
foreign tax credit estimates for this part of the
population, the 528 returns with Forms 1040/2555 in
the basic sample were replaced with 6,115 similar
returns from the second sample. 1/

Sample Criteria and Selection

All returns Processed during 1980 were subject to
sampling except tentative and amended returns for
Income Year 1979. Tentative returns were not
subjected to sampling because the revised returns may
have been sampled later, while amended returns were
excluded because the original returns had already been
subjected to sampling.

Supplementary Sample- -The 1979 population of Forms
1040 with Form 2555 attached was stratified by com-
puter into sample strata based on size of adjusted
gross income or deficit and size of foreign earned
income. Figure I sho.s the sample strata and the
number of returns . in the population and sample for
each of the strata.

Basic Sample--For the basic Statistics of Incomeof_
FOMS luau and lu4UA used as part of theamp e

estimates,
s

o-t-01T sample for the foreign tax credit
-r6tu~ns filed during 1980 were computer-stratified into

sample strata based on State groupings and an combine-
tions of several tax return variables. The population
was divided into five groups of States with each group
having a different set of sampling rates. The basic
sample returns were selected using ending digits of
the individual's Social Security Number. For a more
complete description of the basic sample, see
Statistics of income, 1979--Individual Income Ta~
Returns.

Method of Estimation

For the basic Statistics of Income sample, a separate
set of rates (by sample strata) for each of five
groups of States was prescribed for the selection of
the sample, the rates varying from 0.05 percent to 100
percent. For the sample used for Forms 1040 with a
Form 2555 attached, one set of rates was prescribed
for selection of the total sample, the rates varying
from 2.5 percent to 100 percent. For both samples,
the adequacy of the sample selection was reviewed, by
sample stratum, by applying the prescribed rates to

Figure I.-Number of Form 1040 Returns Filed in 1980 With a Form 2555 Attached. far the Population and Sample

Description of the sample atrata

Total ...........................................................................

Size of adjusted gross income

Under $100,000 ................. and

Unde. $100,000 ................. and

Under $100,000.. ............... and

$100,000 under $500,000 ........ and

$500,000 and over .............. and/or

Size of Foreign earned income

Under $50,000 .................................

$50,000 under $70,000 .........................

$70,000 -der $100,000 ........................

$100.000 -der $500,000 .......................

$500,000 and over .............................

Number of

Population

119,429

87,134

13,839

9,641

8,445

370

returns

Sample

7,650

1,038

960

1,142

4,140

370

1/ This same methodology - also used to improve the foreign tax credit estimates contained in the Supplemental
al Income Tax Returns. A

13



14 Foreign Income and Taxes Reported on Individual Returns

the nunber of returns counted. When the actual number

differed considerably from theof sample returns s cc)
expected number, a follOWUP wa nducted.

I by
Sampling weights for both samples were obtainec

dividing the number of returns counted per sample

stratum by the number of returns in the sample for the
.

The 61 sets of basic sample weights were
stratum
computed from the State (district) population counts

whereas the supplementary weights were derived from

the total U.S. population of Forms 1040/2555. All
nteger

sampling weights were then converted to "I

weighting factors" which were applied to each sample

return. For example, if a weight of 44.24 was

computed for a stratum, 24 percent of the samplere

returns
In the Stratum we~

S tematically given a

weighting factor of 45, and 76 percent a weight Of 44-

Le~~

The particular sample used for statistical purposes

in this study was one of R large nLrnber of all thea S
ize that could have beenpossible samples of the sill' Estimatesusing the same sample design.selected Sam

diderived from the different pies would ffer from

each other. The deviation
0
f a sample estimate from

the average of all Possible samples is called the

sampling variability. The standard deviation of an

is a measure of the variation among theestimate thus is able samples andestimates from the POSsi th which an estimate from ameasure of the precision wl
it ofparticular sample approximates the average resu

ssible samples.
alT1hpO coefficient of variation (CV) is the standard

ant of
deviation of the estimate expressed as 8 perc

the estimate. For this report, some computed cooffi0
,

turns with a foreign tax
clents f variation for re

J. Figures K and Lcredit are shown in Figure

contain "Upper Limit" CV's which were calculated

from a formula based on the suD-Of-squBras method.

These coefficients are applicable to frequencies only

and are meant as a general guide when computed coeffi
variation are not provided. Figure K is tocients of Or

be used f the tables in this report on Deduction
from, or Exclusion of, Income Earned Abroad by Indivi-

an-Foreign Tax Creditduals and Figure L for tables
Reported on Individual Returns.

rdThe sample estimate and an estimate of its stands
deviation permits the construction of "interval esti-

mates" with prescribed confidence that the interval
includes the average result of all possible samples.

For example, in Table 1, (Foreign Tax Credit Reported
on Individ,, I Returns, 1979), the estimated number of

returns, Y
us

for the adjusted gross income class Of
$50,000 under I;loo,ooo is 69,742 and from Figure L,

column (3), the "Upper Limit' Coefficient of Varia-
ti.n, cv(x), Is about 5.5 percent. The standard devia-
tion of the estimate, SD(X), is needed to construct

s is the product of thethe interval estimate and thi
estimate, X, and its CVM as follows:

MSDM X' CV

(69,742 returns) x (0.055)

3,836 returns-

value is then subtracted from and added toThis SD(X
the estimate, X, to construct the 68 percent confi-

dence interval estimate. The interval estimate is

computed using the formula:

X-SD(X) :j Y , X + SD(X)

with Y as the average result from all possible samples.

RETURNS WITH FOREIGN TAx CREDIT a
of income , Deductions and Tax item , by Size of Adjusted Gr...

Figure j.--Coefficimt of variation for Source

Income housands of dollars]
(All figures are estimates based on samples- money amounts are in t

-

Size of adjusted gross income

All returns, total ..... ----

Under $10.000 ............ --*... -- ...
$10.ooo under $25,000 ......... --*--
$25,000 under $50,000 ......................
$50,000 under $100,000 ............... --
$100,000 under $200,000 ....................

$200,000 under $500,000 ....................

$500,000 or more. ..........................

Taxable returns, total .............

under $25,000 ........
$25,000 under $50,000 ......................

$~0,000 or more ............ ---* .... **

Nonts:xable return-, total ..........

Under $25,000 ...............
$25,000 -der $50,000 .................
$50,000 or more ........... -- ....-*-

Number
of

return.

(1)

3.81

22.21
9.78
6.98
3.81
2.90
2.30

4.13

11.99
7.38
2.62

10.95

13.62
19.49
13.62

Adjusted
gross
ncome
(less

deficit)

(2)

1.77

22.22
9.90
7.02
3.84
2.98
2.38

1.82

11.87
7.41
1.55

8.39

13.32
18.90
11.47

Income and taxes from 811 sources

Total I
deductions

3)

2.10

59.55
27.24
11.66
5.62
4.55
3.34

2.10

26.77
12.06
1.75

23.70

64.83
37.75
23.81

Taxable

Income

(4)

1.81

23.43
10.01
7.00
3.81
2.95
2.43

1.86

12-06
7.40
1.60

8.40

13.72
18.55
11.71

U.S
income

tax
be!.re
Cr dit.

(5)

1.40

28.34
10

.86

7.24
3.93
3.05
2.50

1.43

13.14
7.67
1.36

8.02

15.46
17 64
11:09

Foreign
tax

credit
claimed

(6)

2.50

24.40
10.75
7.24
5.10
2.44
5.01

2.46

12.50
7.33
2.67

8.02

15.36
17.68
11.13

'Returns in these cell. are net subject sampling variability.

U.S.
ncoM
tex

after
credit.

(7)

1.54

40.83
16.48
8.83
4.76
3.52
2.61

1.54

15.59
8.83
1.45

Foreign Income and Taxes Reported on Individual Returns is

Based on these data, the interval estimate is from
65,906 returns

36
(69,742 - 3,836) to 73,578 returns

(69,742 , 3,8 ). A conclusion that the average
number of returns lies within 8 range computed in this
manner would be correct for approximately two-thirds
(68 percent) Of all possible similarly selected
samples. Finally, to obtain an interval estimate with
95 Percent confidence, the SD(X) value is multiplied
by two. The resulting interval for these data would

6be from 2,070 returns to 77,414 returns.
Whentever a weighted frequency was less t1an 1, the

estima e was combined or deleted in order to avoid
disclosure of information about specific Individuals.
d7heublee combinations or deletions were indicated by a

asterisk (--). Frequencies or amounts with
excessive sampling variability are Indicated in this
report by a single asterisk (-) to the left of the
data item(s).

A dash in place of a frequency or amount Indicates
that: (1) if returns were sampled at a rate of 100
percent, no returns had the particular characteris-
tic; or (2) if returns were sampled at a rate of less
than 100 percent, either no returns in the population
had the characteristic or the characteristic was so
rare that it did not appear on any sample returns.

Other Data Limitations

various techniques were used to control and improve
the quality of the data during the processing stages.
During statistical editing, incorrect or missing
entries were changed through reference to other
entries on the return or accompanying schedules to
achieve consistency in statistical definitions. The
quality of the editing was controlled by means of a
continuous subsampling verification system. In
transcribing and tabulating the information from the
returns in the samples, additional checks were imposed
to improve the quality of the resulting estimates.
Transcription of the data was subjected to 100 percent
verification.

Prior to tabulation numerous computer tests were
applied to each return record to assure that proper
balance and relationship among return items were

maintained. Lastly, prior to publication all
statistics and tables were reviewed for accuracy and
reasonableness in light of Provisions of the tax laws,
etaxpayer reporting variations and limitations,
conomic conditions, comparability with other
statistical series and statistical techniques used in
data Processing.

Figure K-"Upper-Limit" Coefficients of Variation
(CV) for the Estimated Number Of Return. With Farm.
2555 Filed in 1980

Coefficient
of variation
(Percent)

1.1 ...................
1.5 ...................
2.0 ...................
2.5 ...................
2.6 .....................
3.0 ...................
4.0 ...................
5.0 ...................
7.0 ...................

10.0 ...................
20.0 ...................
30.0 ...................
35.0 ...................
40.0 ...................
50.0 ...................

Returns With size
jeered gross income

Under-
$100.000

$100~UOto

$5Z
'000

-

(1)

(1)
(1)
(1)
(1)

122,700
92,200
5L,800
33.200
16,900
8,300
2,100

900
700
500
300

(2)

8,60G
4,620
2,600
1,660
1,540
1,160

650
4210
2 0
100
30

(1)
(1)

of ad-
(deficit)

$500,000
and
over

(3)

*Use this column for estimated number of returns
not classified by size of adjusted gross income.

'Estimated number of returns is greater than the
total population.

2Estimates based on less than ten sampled returns
are considered to be unreliable.

Figure L-"Upper-Limit" Coefficients of Variation (CV) for the Estimated Number of Returns with Foreign TaxCredit Reported on Individual Returns, 1979

Returns with size of adjusted gross income (deficit)

Coefficient of variation (Percent)
Und
$20.000

20.000
ndero$50
loo

50,000
under US
100,00

00,000
under .S
200,00

00.000
under

S500,000

0.000
and

(1) (2) (3) 4) 5) 6)

4.0 ..................................................
5.5 (1) 1) ) 7.800 ,220..................................................
6 0 ) 7,400 4,700 ,880. ..................................................
7 0 6,600 2,400 ,101. ..................................................
8 0 1,600 ,100 ,010. ..................................................
8 5 1,800 ,000 ,300. ..................................................
9 0

83,30
0

8,200 200 040
- ..................................................

10 0
52,70

0 )
200 00 820

- ..................................................
12.0 . 04,70

0
0 )

1
:400 400 480.................................................

13.5 .. 142,20
0

( ) 4
,
200 00 020................................................

15.0 ............. 112,30
0

8,100 1
,
200 :400 0.....................................

17.0 .. 91,00
0

3,200 100 000 0................................................
20.o .. 70,80 0 9,200 100 Soo

5
0................................................

25.o .................. 51,200 5,600 ,100 'loo 70................................
30.o ... 32,800 2,800 ,300 00 40...............................................
40

,
0
- .

22,700 5,800 ,300 00 60
......50.0 ... 12,800 ,900 ,300 00 0....... I ....................................... 8,200 5,700 00 00 0

~k -use this column for estimated .=her of returns not classified by size of adjusted gross income.Estimated umer of returns is greater than the total population.
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Tables for Income
Earned Abroad

by Individuals

DEDUCTION FROM OR EXCLUSION OF INCOME EARNED ABROAD

1. Tax year 1979 returns filed in calendar year
1980: Income, tax and foreign tax credit and
income earned abroad and excess foreign living
expenses or exclusion of income earned abroad
while living In a hardship area camp, by size
of adjusted gross Income,18

2. Tax year 1979 returns filed in calendar year
1980: Income, tax and foreign tax credit and
income earned abroad and excess foreign living
exp nses or exclusion of income earned abroad
while living in a hardship area camp, by
selected area and type of residence status
abroad,19

Tax year 1979 returns filed in calendar year
1980: Income, tax and foreign tax credit and
income earned abroad and excess foreign living
expenses or exclusion (if income earned abroad
while living in a hardship area camp, by type
of employer and occupational category,21

3.

4. Tax year 1979 returns filed in calendar year
1980: Income, tax and foreign tax credit and
incom ear ad abroad and excess foreign living
expen:es on exclusion of income earned abroad
while

liv
Ing in

a
hardship area camp, by

selected country in which income was earned, by
type of employer and by occupational category
abroad,27

5. Tax year 1979 returns filed In calendar year
1980: Income, tax and foreign tax credit, and
income earned abroad and excess foreign living
expenses or exclusion of income earned abroad
while living In a hardship area camp, by size
of adjusted gross income and by reason Form
2555 was filedt48

6. Tax year 1979 returns filed in calendar year
1980: Income, tax and foreign tax credit, and
income earned abroad and excess foreign living
expenses or exclusion of income earned abroad
while living in a hardship area camp, by
selected country and by reason Form 2555 was
filed, 50

17



TAX YEAR 1979 RETURNS FILED IN CALENDAR YEAR 1980

Table i.-Income, Tax and Foreign Tax Credit and income Earned Abroad and Excets.1'Oreign LMng Expenses or Exclusion of Income Earned Abroad While

LMng In a Kardship Area Camp, by Size of Adjusted Gross Income.
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Deduction from, or Exclusion of, Income Earned Abroad, 1979
TAX YEAR 1979 RETURNS FILED IN CALENDAR YEAR 1980
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Tables for Foreign
Tax Credit Claimed

on individual
Income Tax Returns

I

FOREIGN TAX CREDIT ON INDIVIDUAL RETLFNS, 1979

7. All returns: Sources of Income, deductions and
tax items and foreign income, taxes and credit
by size of adjusted gross income,64

B. Returns with Form 1116 filed in support of
foreign tax credit claimed: Income and taxes,
and fare ign income, taxes and credit by
selected country to which foreign taxes were
paid and DISC dividends,37

9. Returns with Form 1116 filed in support off
oreign tax credit claimed and with Form 2333,

Oeduction From or Exclusion of Income Earned
Abro ad: income and taxes, and foreign income,tax

s and credit, by selected country to which
for:ign taxes were paid,61

53
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Table 7-Sources, of Income, Deductions and Tax Items and Foreign Income, Taxes and Credit by Size of Adjusted Gross Income
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The following explanations include definitions
and limitations of the data, as well as descriptions
of adjustments made in processing the statistics. The
terms explained in this section are unique to the
Deduction from, or Exclusion of, Income Earned Abroad
by individuals and to the Computation of Foreign Tax
Credit by Individuals. For the related date items
shown which are reported by taxpayers on the U.S.
Individual Income Tax Return, Form 1040, the
explanations of them can be found in Statistics of
Income--1979 Individual

co a x
Returns. The

explanations -c-onFe'Ined In ~Msec~la-c)n are designed to
aid the user in interpreting the statistical content
of this section and should not be construed as
interpretations of the Internal Revenue Code or
related regulations, procedures, or policies. Code
sections cited were those in effect for 1979.

The facsimiles of the tax forms and the Instruc-
tions to them (found in Part III) will provide
additional information about many items. Finally,
definitions marked with the symbol W have been
modified from the S~~ Eepgrt, Statistics of
.rgn rnc.aIn om2 1911-117~ al I~Eome and Taxes

and taxes mep rtea on Individual Income
lax Returns, to reflect tax ?aw or pro_ce_ss`7_g_-cFa-nges.

Bona Fide Foreign Residence Test

Determination of whether a U.S. citizen was a
bona fide foreign resident was dependent on the
application of the principles of Code section 871
relating to what constituted residence or nonresidence
of an alien in the United States. Bona fide foreign
residence was determined by the taxpayer's length and
nature of stay abroad. The criterion was to establish
a distinction between transients and those who truly
made their home abroad and who thus assumed all
corresponding obligations. Generally, under this
test, taxpayers had to be bona fide foreign residents
far a full tax year before they could have made
deductions from, or excluded any, foreign earned
income. However, the one year requirement could be
waived by certain taxpayers required to leave
designated foreign countries due to war, civil unrest
or a similar situation after August 31, 1978.

A taxpayer did not fail to meet the requirements
if there was ultimate intention to return home to the
United States. Thus it was possible for a taxpayer's
domioile to be in the United States while having a
bona fide residence abroad.

Business and Partnership Income

Met business income and/or partnership incomewere reported on Form 2555 by individuals who weresole Proprietors of foreign businesses, by
Self-et~loyed taxpayers employed in professional01cuPat ons such as doctors and lawyers, and by
individuals who were members of a partnership,

dicate, joint venture or association.

Explanation
of Terms

Generally, sole Proprietors abroad whose income

redsulatecdapiftraolm
ibuvseisnemsent easntdablfis~h~ewnhtischlnhewyhicmhndtehrey

d
personal services could include as foreign earned
income no more than 30 percent of the net profit.
This percentage depended on the value of the taxpayers
personal services to the business and in some cases it
was not even possible to allow as much as 30 percent
of the net profits as "earned income." In cases where
capital was not an income-producing factor, the 30
percent rule did not apply. In this case, all of the
income was considered earned. Likewise, for a part-

..nership when capital investment and personal services
in a foreign country were material income producing
factors, a certain portion of the partners share of
the net profits was treated as "earned income." How-
ever no more than 30 percent of net profits could be
considered earned and thereby reported on Form 2555.
This percentage depended on the value of the tax-
payer's personal services to the business and,
therefore, in some cases, It was not even possible to
allow as much as 3D percent of the net profits as
earned income.

Business or Profession Income

This source of foreign gross income was reported on
Fain 1116 by individuals who were sole proprietors of
foreign businesses and by self-employed members of
Professions. Includible in gross income from
businesses or professions were gross receipts and
professional fees, but not any gain from the sale of
capital assets, rents, royalties or dividend income.
These were required to be reported separately on Form
1116. Expenses attributable to business or
professional income as well as business losses also
were required to be reported separately.

Carryover W

This was the remaining amount of subsequent or prior

yeraedri t
' Icimmidtiattaible forortehiegnyeatraxiens

whilch elxcestaxesf warree
paid or accrued. These excess taxes were carried back
or foward and included with current year creditable
foreign taxes. Excess foreign taxes could be carried
back 2 years and forward 5 years. They am applied
against any "excess limitation" which was the amount
by which the limitation on the credit exceeded current
year creditable foreign taxes.

Excess taxes were first applied against the excess
limitation, if any, of the second preceding year, and
then of the first preceding year. Amounts remaining,
if any, were then carried over to the first, second
and succeeding years through the fifth year, for
inclusion in the foreign tax credit. If they could
not be included in the foreign tax credit by the fifth
year, they could not be used. There am no date on
carrybacks because the excess tax carried back was
repo rted only on amended returns and amended returns
for prior years were not used for the statistics.
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certain Interest Income
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. distri-

A separate foreign tax credit computation for

Was required by Code section
certain interest income

h,,h the separate computation
904 The Interest to v CC

appiled Was defined,
sp ifically, as all interest

income
except

amounts: directly
(1) derived from any transaction which Was

a foreign trade or
related to the active conduct of

Ou iness, such as interest on accounts receivable by a

s
from its ordinary business

foreign business arising

transactions; the conduct of a banking,

(2) derived from

financing, or similar business; In which
1(3) received from a foreign corporation.,

the U
*
S. taxpayer owne,d,,,tdirectlY or indil tly, at

least 10 percent of the I
Ing

stock; and a

(4) received on obligations
acquired wher it was

necessary to dispose Of an active foreign trade or

of securities in a fore gn
business or to dispose

cc rp.~atlon in which the U.S. taxpayer owned at least

ID percent of the voting stock.

and
as a partners

foreign estates or trusts nership profits retained
butive

silere
of foreign Part

and were reported as foreign
their characteristics Liquidation distributions,

-dividends on Form 1116. 1
stock rights and returns of capital

distributions Of dividends. Dividends from
were excluded from

foreignfOr the dividend exclusion
abroad were not eligible
reported on Fo- 1040.

Domestic international Sales Cc

Dividends

oration (DISC)

Dividends deemed or actually paid by a DISC were

treated as dividends from outside the United States to

ere attributable to certain
the extent the dividends w holders
export receipts of the DISC.

Thus, all stock
d t for any foreign taxes

could claim a foreign tax Cre

imposed directly on a DISC dividend.

Estate or Trust income

The source of foreign gross Iriccrie reported on Form
Clary income

1116
was

the beneficiaries' share of fidur
. ordinary income from

frcn
a

foreign estate or trust

estates or trusts included amounts required to be

distributed and amounts credited to the beneficiary's

account
from

current year fiduciary income whether or

not actually
-calved plus all other amounts actually

paid or credited
to the beneficiary to the extent Of

his or her distributable income.

Taxpayers excluded from estate or
trust gross income

their share of dividends, gains or losses from sales

of capital assets and estate or trust losses which

ware required to be reported separately on the Form

13.16.
While Livino a

Exclu~s ion of Income Earned Abroad

Hardshi Area Cam

Linder Code section 911 when individuals living

abroad qualified as bons fide foreign residents or met

the physical presence test a limited amount Of foreign

earned income, up to $20,000, could be excluded from

total gross Income if they lived in an employer

provided camp In a hardship area. For purpose of the

exclusion the
camp

was defined as substandard lodging

Provided on behalf of the employer for the employers'

Convenience because employer services were required to

be xendered in a remote area with satisfactory housing

unavailable in the open market.

Foreign

OiLRelated IncomeThis is defined in section 907 of the Internal

Revenue Code as income from the extraction of minerals

from oil and gas. wells, the processing of such mine-

rals or primary products
the distribution or sale of

such minerals or prima~ products, or the sale or

exchange of assets used in these activities.

Foreign Tax Credit Claimed (#)

Deductions

in determining taxable income from sources within a

particular foreign country on Form 1116, expenses,

DStS or losses connected with producing foreign
-tions from

source
gross income were allowed as deduc

r
the foreign gross income reported. Includible as

common types of expenses related to sole

r,prietorshiPs and professionals in foreign countries

P
selling,

were those for administrative, general

delivery, freight, utilities, insurance, legal,

)rofessional fees, salaries and wages (excl,udirig those

%yrients to owners or partners) and cost
0

sales and

P
rent and royalty

operations. Deductions related to

income included repairs, depreciation and depletion.

In addition, those expenses riot directly allocable

,to specific income (4) qualified hardship area

deduction and (5) qualified housing expenses. The

total of these qualified expenses could not exceed net

foreign earned income less deductions allocable to

this income. See also -Qualified Cost-of-Living

Differential",
-Qualified Schooling Expenses",

Qualified Home Leave Transportation Expenses",

"Qualified Housing
Qualified Hardship Area Deduction",

Expenses- and "Net Foreign Earned income."

Deduction for Excess Forei n Living Ex2enses

U.S. citizens living abroad with foreign earned

income who met the bona fide residence test or the

physical presence test were entitled under Code

section 913 to a deduction from their total gross

income of
. certain excessive costs Of living in the

foreign home. This single deduction was comprised of

five parts: (1).qualified cost-of-living differential,

(2) qualified schooling expenses, (3) qualified home

leave transportation expenses, (4) qualified hardship

are. deduction and (5) qualified housing expenses.

The total of these qualified expenses could not exceed

net foreign earned income less deductions allocable to

this income. See also .,Qualified Cost-of-Living Dif-
.s Qualified

ferential," "Qualified Schooling Expense

Home Leave Transportation Expenses,' Qualified Hardship

Area Deduction," "Qualified Housing
Expenses" and -Net

Foreign Earned Income."

I

I

Dividends

Dividends received directly Or indirectly from Out-

side the United States were required to be reported

separately by taxpayers filing Form 1116 Generally, a

Foreign dividend was any distribution made by a foreign

whether in money or inc.r,.r.ti
0, to stockholders,

and profits
Dividends

property
'

Cut of earnings ,
income

from

received indirectly as a
beneficiary Of

A Credit against U.S. irrome tax was permitted for

foreign taxes paid or accrued Only if the credit

claimed on Form 1040 related to the income and profits

taxes paid or accrued to foreign countries
or

U.
S.

possessions (including Puerto RICO) of the the united

States and included the taxpayer's share of such taxes

paid through partnerships and fiduciaries. The tax

~redit was limited to the same proportion of the U.S-

income tax against which foreign tax credit Was
c
allowed, as the taxable income from foreign sources

bore to the entire taxable income, but could "Ot

exceed the amount of foreign tax paid. Amounts ill

excess of
the limitation could be carried back 2 years

and the remainder carried forward 5 years for use if,

computin
the

credit for these years. Sea also

g

ag

-Carryoverl' and "U.S. income tax ainst which Foreign

tax credit was allowed.-
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Foreign Tax Credit Computed

This is the amount of foreign tax credit shown on
Form 1116, "Computation of Foreign Tax Credit--Indi-
viduals, Fiduciary or Nonresident Alien Individual."
The foreign tax credit was required to be computed
separately with respect to: certain interest incorre,
dividends received from a Domestic International Sales
Corporation, foreign oil-related income and all other
income from sources without the United States. See
also "Certain Interest Income", "Domestic
International Sales Corporation Dividends'-, and
Foreign Oil-Related Income."

Foreign Taxes Paid or Accrued

Foreign taxes paid or accrued by the U.S. taxpayer
0were income, war profits or excess profits taxes paid

(irncalcucdriunegdPuteortofoRriecigon) .
CoTuhnetsreietsaxOers

JUrc
.S.upeodsamspions

withheld on dividends, rents, royalties and similar
remittances, DISC dividends and certain interest. All
the taxes must actually have been paid, or normally
have been accrued in a way that fixed the mount of
tax and established the liability of the taxpayer,
before they qualified as creditable. If later payment
of the tax differed from the amount of the tax
formerly reported, the foreign tax credit had to be
adjusted accordingly for the year the credit was taken.

Gross Income from Foreign Sources W

The following types of foreign source income were
required to be reported separately on the Forri 1116:

(1) Dividends
(2) Rents and royalties
(3

1
Salaries and wages

(4) Business or profession income
(5) Estate or trust income
(6

1
Net gain from sales of capital assets

(7) Dividends from DISC's
(8) Certain interest income, and
(9) Foreign oil-related income

Net Foreign Earned Income

This amount reported on Form 255
5'

line 18b
represented the net of total foreign earned incomeless the value of any meals and lodging required to berep rted as income but excludable under the provisionsof Code section 119. See also "Total Income EarnedAbroad" and "Value of Excluded Meals and LodgIng."
Net Gain from Sale of Capital Assets (#)

Generally, this source of foreign income reported onForm. 1116 by individuals represented the difference
between the gross sales price and the cost (or otherbasis) from the sale or exchange of capital assetsless any gross loss from the sale of capital assetsCapital assets, for tax purposes, meant propert;either held for personal use or property regarded ortreated an as investment, such as stocks, bonds, andnonbusiness real estate. Included was the net gain(after adjustments for the property types mentionedbelow) from the sale or exchange of property held formore than six Months and used in a trade or businessunder Code section 1231, even though such property wasexcluded from the tax definition

of capital
assets.Examples of the property or transactions covered bysection 1231, were depreciable, depletable, and real

T'-'.rt
used in a trade or business; most livestockif helly
""

breeding purposes; the value of unhar-Vested crops sold with the land they grew on; certainCut timber; and under specified conditions, iron,timber, and coal rights. In computing net gain undersection 1231, certain adjustments first had to be made
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In the case of depreciable and real property including
farmland. Also included was the net capital gain
received from a partnership, estate or trust, or ram
a Small Business Corporation electing to be taxed
through Jts stockholders.

Foreign source capital gains were included on Form
1116 only to the extent of foreign source capital gain
net income which was the lower of capital gain net
income from outside the United States or from all
sources, domestic and foreign. In addition, when an
individual sold property outside the country: 1) of
residence, 2) in which the property was used in the
conduct of a trade or business, or 3) in which more
than 50 percent of gross income over the past 3 years
was received, the gain was considered U.S. source and
not eligible as part of the credit comput

I
tion unless

subject to a 10 percent effective Foreign tax rat a.

Occupational Category

The occupational category classification shown on
the Form 2555 was based on the occupation reported by
the primary taxpayer on Form 1040, page 1. Examples
of occupations grouped together in the broad
classifications shown in the tables are: BUSINESS
MANAPEMENT -- branch manager, business executive and
managing director; CONSTRUCTION, ENGINEERING,
PETROLEUM EXTRACTION AND EXPLORATION, AND MINING --
constructor, architect, draftsman, surveyor,
electrician and petroleum explorer; SALES AND PUBLIC
RELATIONS -- sales manager, purchasing agent,
wholesaler, exporter, importer and advertiser; FINANCE
AND

I
NSURANCE -- banker, teller, financial analyst and

actuary; RESEARCH -- consultant, scientist, economist
and mathematician; EDUCATION AND RELIGION -- professor,
teacher, missionary and clergyman; ART AND ENTERTAIN-
MENT -- writer, editor, musician, photographer, actor
and athlete; ACCOUNITING AND LAW -- accountant,
auditor, lawyer and attorney; HEALTH

-_
doctor,

Physician, nurse, dentist, therapist, dietician and
druggist; AGRICULTURE, FORESTRY AND FISHERY -- farmer,
logger, lumberjack and fisheries manager; SUPPORT
SERVICES -- secretary, clerk, receptionist, interpre-
ter, chef, hotel worker, barber and chauffeur. Occupa-
tions reported by the taxpayer which were not readily
classifiable were placed in the "Other Occupations"
category .,, Returns showing no occupation were classi-
fied as U Isted.1

Qualified Cost-of-Living Differential

The deduction of excess foreign living expenses
liievilnudedinamoauntfsoreetitgrnibuctoable to the higher cost of

untry. The cost-of-living
differential was the difference between what It cost
to live in the foreign country and what It cost to
live in the metropolitan area in the continental
United States (New York City) that had the highest
cost of living. The cost of living differential was
figured only for the number of days In the tax year
during which the taxpayer met either the bona fide
residence or physical presence test. The amount of
the differential was determined from cost-of-Ilving
differential tables developed by the Internal Revenue
Service which were based on geographic areas and
taxpayers' family size. The differential reflected
the amount by which the cost of living in a particular

lFor additional information on tax return occupation
date see Gloria Koteen and Paul Grayson "Quality of
Occupation Information on Tax Returns," American

Association ings Sec1279 Proceed
cR

ap a
StLt tineiseRual"Aa Methots 1. -r z,aiier, Harriet
urcutt and Phil Clark "Coming Soon: Taxpayer Data
Classified by Occupation," Am~rlc

ta s!
1ssg

1980 Proceed
lnri~, ac

an 2--tig 12
A clation, on on rjy
R-earun mernoos.
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se of
foreign earned incOm8- 1, cases where becau

foreign country exceeded the reasonable cost of living living conditions at the foreign tax home the
adverse I qualified second foreign

States based on the spendable taxpayer had to maintain E the qualified
expenses in the United

the salary Of a federal for spouse and dependents, following
in done of a person paid household justed in the

c
Step I. Musing expenses were ad

government employee, graded GS-14, till wasof living differen
The qualified cost rhere adverse living conditions manner:

the base housing amount was zero for the

adjusted in instances ~ (1)

in
a

foreign country caused the taxpayer to maintain a individual's tax home, qualified second household

,Iified second household in a foreign country for 8
(2) the expenses at the if they net the

qLJ!
-of- housing expenses

spouse and dependents. In these cases the cost treated as

Ii
v
ing differential was -based on the general cost-of- ere

g expense - requirements had the individual
household housin

for the
11 ving in the foreign place of the second resided at the household, us

rather than the taxpayer's tax home. (3), the qualified h jog expenses

qualified second household were determined separately,

Qualified H me Leave r:Bns,ortatAOn Expenses- except that, in determing, the base housing amount, any

ense, incurred at the individual's tax home
hich the

I excess for,ign living
included in the deduction or

incurred by
Xpenses were reasonable amounts paid or

rtation of themselves,
ihe taxpayer for the transPO foreign tax
their spouse and each dependent from the wthh the

home to the principal place of residence
and if there was no U.S.

United States and return 'of entry of choice In the
residence, to any Port
united States and return. limited to

Home leave transportation expenses
were ve - month

,ne round trip per Person for each twel
gn country -

cierlod that the t home was in a forei

P
reasonable cost

Transportation expenses included the
or other transportation, it

0r air, ship, raill car' of getting to and from thestalso included the CO nonrefundable
taxes exit fees Orairport, airport meals inI 'o leave the country, Transpor-deposits made in order t

stopovers.
route, and costs of involuntary

tation expenses did not include the costs of voluntary

stopovers in route.
Transportation expenses were reasonable 'Only If they,

lowest reserved coach or economy
were no more than the as . ffered, without tadvance
rate airfare that and at the time of day hat the
booking, on the

daytransportation was
Provided. First class fares were

- only if no coach or economy fare
considered reasonable y passengers on the particular
was provided to anfirst lass accommodations were
flight, or if ical disability Of theI

housing exp arned income to
reduced the amount of a

percentage applied, and
into account for housing

~4) the period taken

expenses Of the qualified second household *ill not be

reduced for any time in which the value
Of the

taxpayer's housing was excluded from the
calculation

Of foreign earned income.

QWualified H-_a_rdshly Area Deduction

for excess foreign living expenses

The deduction
~ed on a daily basis, at an

included an amount, figu, xpayer at either

annual rate of $5 000 for days the
tas

idence or physical resence test, and

the bone fide re I Pdship area. For

ihe foreign tax home as in a her

Lified hardship area deduction a
Purposes of the qua] a desig-

defi d as a foreign place
hardship area 118S 0 ship Post
nated by the Department f State as a hard

where extraordinarily difficult
living conditions, or

and 'or which a

exc
ass

ive physical hardships, existed,
ad to U.S

post differential of 15% or more was provid
'a

Government employees.

Qualified Schooling Expenses

Included in the deduction for excess foreign living

expenses were reasonable schooling expenses paid or

incurred by the taxpayer for the education Of

d an equivalent to kindergarten
epe dents at levels
through grade 12. Schooling expenses included the

cost of tuition, fees, books, local transportation and

.s such as uniforms, required by
other related expense ,

in cases were on adequate
a U.S.-type

school*,001 was not available within a reasonable
U.s.-type sd f the foreign residence the cost
comffL,ting distance 0

a more distant U.S.-type school
Of room and board a

tIf lified schooling expenses.
was considered part 0 qua

qualified school
For Purposes of identifying

expenses a-U.s-type school
was a school that offered a

toourse of study: 1) taught in English; 2) comparable

, that offered by accredited schools in'sthe United

States and 3) qualified the student for gi duation Jf

the student transferred to 8 school in the United

States. Addicicn8llY, a reasonable communting dis-

tence was def.ned as a distance that could be traveled

safely and regularly by automobile (or other available

means) in (I -jur or less.
in instar, ~ where adverse living conditions at t~he

f I n tax home resulted in the taxpayer maintaining

ga qualified second household in a foreign country
lore",

for

a spouse and dependents the qualified second household

was substituted for the foreign tax home.

Reduction for certain Foreign Taxes W
na~!~

intry Or U.S.

Taxes paid or
accrued to a foreign cou

possession (including puerto Rico) on *mineral income

had to be reduced if a deduction for percentage deple-

tion was allowed for any part of the income. Foreign

iefined as income derived from the
mineral income was d

om deposits, the procelSirg
extraction of minerals f

necessary because Of 8 P"Ys ransportation
Individual- in addition, the cost Of t

and car) was
other than by air (including ship, rail, hat the cost

not considered reasonable to the extent t

of transportation by
these other means was more than

the cost of transportation by air. be
For the expenses Of spouses and dependents to

included, at the time of the transportation they must

have lived with the taxpayer, except in cases of 8

qualified second foreign household. In these cases

the spouse and dependents qualified second foreign

household was substituted for the foreign tax home-

Qualified Housing Expenses

The deduction for excess foreign
living expenses

included the excess of allowable housing expenses over

sount. The base housing amount was
the base housing

e
the taxpayer's

defined as 20 Percent
of the excess Of

worldwide earned income Over the a, Of the other

foreign living expenses
(cost_of-living differential,

home leave transportetiOn
schooling expenses,

deduction)
plus allowable

expenses and hardship
area

c

housing expenses attributable t the foreign tax home

Allowable housing expenses incurred by taxpayers

included rent, pairs, utilities, real and personal

re
Housing

property insurance
and furniture

rental.
as

lavish or extra vagent were not
expenses considered go.,

allowable. The Unall ble expenses included the cost

of purchase of a house, repairs or other expenses that

f the house, principal Payments

increased
the value ocost

of purchased furniture or
on a mortgage, the was
ol.mestic

labor. The housing expense deduction

denied when the employer furnished the housingl
value

of which was excluded from the calculation of
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of these minerals into primary products, and the
transportation, distribution, or sales of the raw or
primary materials. Under this provision foreign
income taxes paid or accrued to a foreign country on
this mineral income, were reduced to the extent that
the foreign taxes exceeded the amount of U.S. tax an
such income. This reduction, therefore, did not allow
these excess foreign taxes on mineral income to be
used in the credit comoutation.

In addition, the reduction for certain foreign taxes
shown on Form 1116 included any taxes paid or accrued
to a foreign country on income earned in a hardship
area camp and excluded from U.S. taxation.

Rents and Royalties

These sources of foreign gross income were reported
on Form 1116 by individuals who received rental Income
as stated returns or payments by tenants or other
users of property. Rents were payments at fixed
intervals for the temporary possession or use of
foreign capital, such as apartments, houses, tourist
homes, and motels or trailer courts. Royalty income
represented the owner's share of the proceeds for the
use of a right such as a patent, copyright or minerals.

Salaries and Wages

Salaries and wages as reported on Form 2555 and Form
1116 were amounts of compensation for personal
services. Also included were commissions, bonuses,
tips; severance pay, and fees. Salaries and wages
reported as part of thee foreign tax credit computation
did not include those amounts of excluded income
earned in a hardship area camp (or by employees of
charitable organizations) reported on Form 2555.

17-Month Foreign Presence Test

Those taxpayers who did not establish a bona fide
foreign residence could make deductions from, or
exclude income earned abroad from U.S tax

,
If theywere physically present in a foreign country or

countries for at least 510 full days (17 months)
during any period of 18 consecutive months. The
physical presence rule could be waived by certain
taxpayers required to lea ve designated foreign
countries due to war, civil unrest or a similiar
situation after August 31, 1978.

Taxable and Nontaxable Returns

Taxability or nontaxability was determined by the
Presence or absence of U.S. income tax after credits
and the additional tax for tax preferences. Some
returns classified as nontaxable my have had a
liabilty from self-employment tax, the social security
tax on tip income, taxes from recomputing prior-year
investment or work incentive (WIN) credits, or taxes
from excess contributions to or premature withdrawals
from individual retirement accounts, or other taxes;
however, these taxes were disregarded for purposes of
this classification. This was because the first two
were considered social security (rather than income)
taxes, and the remaining ones were not based on the
current year's income.

,Taxable Income (Less Loss) from Foreign Sources

tggFO r Purposes of the foreign tax credit computation
xable Income from foreign sources was defined thelame way as taxable income from U.S. sources, i.e.,

IE

gross income subject to tax less the applicable
deductions and adjustments used to determine such

dteadxuacbtlieonisncaonrnde.lossTehse a1nedtetrsmxanba1teonnco0fe
gfrrom; sincome

outside the United States and within each foreign
country or U.S. possession (including %erto Rico) was
made in accordance with Code sections 638, 861 through
864, and 904.

in computing taxable income from foreign sources for
purposes of the foreign tax credit, all expenses and
losses directly related to the credit were deductible
from gross income from foreign sources and, in
addition, other expenses (such as itemized deductions)
not directly allocable to specific items of income had
to be apportioned to that foreign income by a
fraction, the numerator of which was the gross income
from foreign sources and the denominator of which was
gross income from all sources.

Total Foreign Taxes Available for Credit

This was the total of all eligible foreign taxes
taids

cirn
gex:Creusesd oPfluSt~eanycrecdairtryloiemirtootflonpriior-years

n those
years minus the reduction for foreign taxes on mineral
income or attributable to excluded income earned in a
hardship area camp. See also "Foreign Taxes Paid or
Accrued", "Carryover", and "Reduction for Certain
Foreign Taxes."

Total Income Earned Abroad

This amount reported on Form 2555 represents the
total of all "earned Income" received as compensation
for personal services rendered in foreign countries.
Includible compensation was wages, salaries, and
professional fees as well as certain types of norcesh
remuner tion, allowances and reimbursements. Noncash
remuner:tion included homes, cars and other property
facilities. Allowances and reimbursements considered
as earned Income included those for the cost of
living; overseas differentials; and for family,
education, home leave, and living quarters.

Income not considered earned and therefore not
reported on Form 2555 included dividends, gambling
winnings, and alimony. In the case of certain types
of income their status as earned income depended upon
certain conditions being true. Generally, these
represented business profits; Income from pensions,
and annuities, rents and royalties.

Value of Excluded Meals and Lodging

Taxpayers with foreign earned income reported on

c
Form 2555 were also able to exclude the value of
ertain meals and lodging from their calculation of

this income. The value of such meals and lodging
provided in kind to the employee, spouse and
dependents without charge, by or on behalf of the
employer, were excludible if the meals or lodging were
provided on the business premises of the employer,
were provided for the convenience of the employer and
were accepted by the employee as a condition of
employment.

Those taxpayers claiming a qualified cost-of-living
differential were not entitled to any such deduction
for any days that the value of meals and lodging
furnished for the convenience of the employer were
excluded from the calculation of foreign earned income.



Part ii

CoNTENTS

Introduction,71

The foreign tax credit,72
Foreign taxes deemed paid and "foreign
dividend OSS-Up" 72limyr

Credit tation,72
Foreign tax carryover
and carryback,72

Corporations not eligible for
foreign tax credit,72

Summary of the data,72
Country of foreign operations,73
Industrial activity of corporations
operating abroad,74

Changes in the law,74
Tax Reduction Act of 1975,74
Tax Reform Act of 1976,75

Limitations of the foreign
tax credit statistics,76

Scope of foreign Income covered,76
Relationship of U.S. corporation
statistics to country StatistiCs,76

Ooverage,77
Understatement or overstatement of
specific items of data,77

Foreign incomej7
Foreign taxes,77

Differences in income concepts,77
Country classification,78

Controlled Foreign Corporations
of U.S. Corporatlons,78

Profits and taxes of foreign corporations
by country,79

INTRMUCTION

The corporation part of this publication contains
tabulations on the foreign tax credit claimed and on
the operations of foreign corporations that were
controlled (directly or indirectly) by U.S. corpora-
tions. These data supplement the previously published
annual report Statistics of Income--1976,

Corporation

Income Tax Returns.
Corporations were SUDject to U.S. tax on foreign as

well as domestic income. Their income from foreign
sources also was taxable in the foreign country or
U.S. Possession (or Puerto Rico) in which the income
was earned. l/ In order to alleviate the consequencesof

this dou-ble taxation, the Internal Revenue Code

8
Provided a credit against U.S. income tax, or an
lternative deduction from gross income for foreign

taxes paid or accrued. Taxpayers typically chose the
foreign tax credit rather than the deduction because

It
usually resulted in a lower combined total of U.S.

and foreign taxes. The source of the foreign tax

Foreign income and
Taxes Reported on

Corporation Income
Tax Returns

Industrial activity of U.S. corporations
and their Controlled Foreign Corporations,79D,
rect and indirect ownership of

Controlled Foreign Corporations,80
Transactions of Controlled Foreign
ccirporations,80

U.S. Corporations with Controlled
Foreign Corporations versus
U.S. Corporations without
Controlled Foreign Corporations,82

Historical sumnary 1972-1978,83

Limi tations of the Controlled Foreign
Corporation statistics,84

Industrial classification,s4
Consolidated returns,84
Impact of audit adjustments,84

Description of the sample,85
Sample criteria and selection of
returns,85

Accounting perlods,as
Method of estimation,87
Sampling variability,a7
Sample management and
processing controls,87

Tables for foreign tax credit
claimed on corporation income tax returns,89

Tables for U.S. Corporations and
their Controlled Foreign Corporations,259

Explanation of terms,371

credit data was the Form 1118, -Computation of Foreign
Tax Credit--Corporations-.

The primary source of data on foreign corporations
controlled by U.S. corporations was the Form 2952,
"Information return with Respect to Controlled Foreign
Corporations". Financial data are presented for both
the U.S. corporation and its foreign subsidiary.

The last report In the supplemental Statistics of
income series which contained foreign tax credit date
was for 1974. The Tax Reduction Act of 1975 and the
Tax Reform Act of 1976 significantly changed the
treatment of foreign income and, therefore, the com-
parability of the date between this study and the
prior year's study. In addition, the Form 1118 was
completely revised between the 1974 and the 1976 stu-
dies. The revised form provided for more complete
reporting of the foreign Income, deductions and taxes
for each of the types of foreign income for which a
separate credit computation was required. The changes
in the law are explained In detail below.

11 Subsequent references to U.S. possessions include Puerto Rico. 71
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The last report in this series which contained date

0 the Controlled Foreign Corporations was also for

1974 with a few Summary statistics for other years.

For the most part the Comparability of the Controlled

Foreign Corporation dot
a in this report with those in

prior reports is not affected by changes in the law.

T
,

on
the abolition of the "Minimum

ly exception was 5
DhIribution" by the Tax Reduction Act of 197, -

THE FOREIGN TAX CREDIT

A U.S. corporation Could receive a credit for

foreign income, war
Profits and excess profits taxes

paid (or accrued) or deeme~ paid during the taxable

year to 8 foreign country or U.S. possession. Taxes

I
a the U S. corporation Were foreign

'd ~rxed paice' by
I ~o be indirectly borne by the

income taxes considerec Corporation
U.s

-
corporation. in general,

a U.S. 'Stock of a
'ich owned 10 percent or more of the voting

wt)reign corporation was, on receiving a dividend,

f' to have paid a certain proportion Of the
OTdeemed

own income, war profits,
foreign corporation's

excess profits taxes. limited so that the
The

amount Of the credit was

Corporation Paid the higher of the U.S. 0, foreign tax

r
a

taxable income from foreign sources,"

te On its 3me computed
which was, in general, t..able foreign incl

Code. The
under provisions of the internal Revenue

the portion
,lished by computing

limitation was 8cCOmP
pre-credit tax liability which

of the corporation's
its foreign source income- The

was attributable to
limitation gave, in effect the upper limit of the tax

attribu-
f U.S. tax liability

credit as the amount 0
1 rces. This

table to taxable income from fore gn sOu

amount was determinedreby the relationship between

taxable income from fO
ign sources and total taxable

income from all sources'
Under certain

circumstances eligible foreign taxes

which exceeded the credit limitation could be carried

to offset the U-S- tax liability
back or carried over

s taken as 8
of other years.

When foreign income taxe

from foreign sources were

I

percent of taxable income for a particular
less then the U.S. effective tax rate

corporation, i.e., U.S. income tax before credits as a

percent of income subject to U.S- tax, the entire
t x was used as 8 foreign

.mount of eligible forelgi, 3

tax credit- This left the
Corporation with the differ-

5 tax liability before credits

ence between Its U-
liability as its tax

liability to
and its foreign tax I

the United States. When foreign taxes as a percent of

taxable income from foreign sources were greater than

the U.S. effective tax rate for the corporation, the

tax credit could offset the corporation's
foreign

axable income from foreign sources
entire U.S. tax an t was

left with only the U.S. tax
and the corporation

U.S. source income and the
before credits on its
liability to foreign jurisdictions.

Credit Limitation

rhe 1976 study was the first in which, with a few

exceptions, taxpayers were rot given a choice Of limi-
t to use in Computing the Foreign tax
atioti methods the U.S.

credit. Taxpayers were required to compute

tax ]Liability On total foreign source income. The

.nt or the total foreign
lesser of this computed

i
taxes paid was then the credit limitation to be used*

prior to the Tax Reduction Act Of 1975 and the Tax

Were allowed to Choose
Reform Act of 1976, taxpayers
between two limitation methods, depending on which Was

more advantageous- The taxpayer could either Compute

a credit based on the taxes paid to a specific country
total

Or they could compute thetc,edit based on the

foreign taxes paid. The hanges In the Law Section

explains the modifications made by these two actS.

Forel n Tax car over and Carryback

law
The carryover and carrybaCk provisions of the

enab led the taxpayer to obtain credit for taxes which

could not Otherwise be credited because they exceeded
taxes for which credit was

the limitation. Foreign
of the credit limitation could

not `,iiowable because Because
be Carried back 2 years and forward 5 years.

taxes in excess of
the

Ii.it.tion could not be Car-

ried year in which the per-country limitation

from a
overall limitation was

was used to a year in Which the

used
'

transition rules were included in the Tax Reform

Act of
1976. (See the Changes in the Law section for

these

rules.)

C lorstions Not Eli ible for Foreiqn Tax Credit

',he foreign tax credit was rot allowed Small Busi

ness Corporations electing to be taxed through stock-

holders even when these. corporations were taxed on

certain capital gain income. These corporations had

to deduct from gross income any foreign taxes they

paid and could not pass
these

taxes on to their stock-

1 ers for their use as a foreign tax credit. Since

estic International Sales Corporations (DISCIS)

t
elves were t taxable, the foreign tax credit

was not applicable; however, DISC stockholders were

allo d the c dit for the DISC's foreign taxes.

in addition, t following types of U.S. corpora-

tions were ecifically precluded from taking the

credit for eligible foreign taxes: (1) China Trade

t co o tions entitled to the special deduction al-

lowed by section 941 ol the Code; and (2) regulated

investment
con1parlies

which elected under Code section

853 to allow their stockholders to claim the credit

for the foreign taxes paid by the clompany. However,

for purposes of the foreign tax credit for taxes

deemed paid, China Trade Act corporations were treated

as foreign corporations. The Tax Reform Act of 1976.

provided for the repeal of the China Trade Act fox

taxable years beginning in 1977.

SLK"Y OF THE DATA

MLD.-!d_!a~~ ,,,nd
q Gross-UP"&Ivid~n_

U.S. corporations were required to increase their

taxable income by ~grossing-LxP"(See
"Foreign Dividend

Income Resulting from Foreign Taxes Deemed Paid" in

the Explanation of Terms) dividends received from

related foreign corpor8tions. The "gross-Lip" provi-

sion was also applicable to certain undistributed

foreign profits only constructively received (see

"Includable Income of Controlled Foreign Corporations"

in the Explanation of Terms) . The Tax Reform Act of

1976 changed the "gross-upl- provision of the law. See

the Changes In the Low section for a description of

the effects of this act.

For 1976, slightly Over 6,500 corporations claimed
As

more than $23.5 billion In foreign tax credit.

prior years 8 relatively small number of corpora"

tions, 760,'each
With total assets Of $250 'million 01~

As Is Shown In
more , claimed the bulk of the credit

C
.
laimed more thall

Figure A these large corporations

$22 7 billion or slightly more than 96 percent of the

total foreign tax credit claimed.

Figure B shows that In 1976, as in 1974, the ma-

jority of the foreign tax credit was accounted for ty

corporations in the oil and gas extraction industry-

Corporations with total assets of $250 million Or inle

in the oil and gas extraction industry claimed
foreign

tax credits In excess of $13 billion or more than 55

percent of the total.

Foreign Income and Taxes Reported on Corporation Returns

Minns of dolien

Figure A

Amount of foreign
tax credit claimed,
1970, 1972, 1974,
and 1976

TMI Ft.

Rinuln; With toW lialien

of 950 Blion.-

$6.3
35.8-

1972

520.8
$20.2

1974

$23.6

-Im
32

1976

73

Foreign source taxable income continues to be an
itrr
hPeorltearngtestcocmoporpnoenrattioofns.theHatwoetvaeI

taxable income for

it
r, as Figure C shows,

has declined as a percent of these corporations
total taxable income, from 57 percent In 1974 to 51percent in 1976. For purposes of this comparison,
income subject to U.S. tax was used for total taxable
income since this was the amount in the statistics
that most closely approximated "taxable Inctione" as
defined in the Code (See "Income subject to U.S. tax"in the Explanation

of
Terms).

Country of Foreign Operations

Figure D shows the countries accounting for 2 per-
cent or more of the total taxable income from foreign
sources reported by the U.S. corporations included In
this study.

Beginning with the 1960's, there was an increasing
number of multinational corporations. These corpora-
tions were incorporated in one country with subsidia-
ries and branches in one or more other countries. To
a certain extent, therefore, some part of the incomeand taxes reported by U.S. corporations in their for-eig? tax credit computation schedules for a particular

...country may have originated from sales In, and taxespaid to, , other countries in which the U.S. corporation
had business operations.

. Figure E shows the countries accounting for 2 per-cent or more of the total foreign taxes (excludingtaxes in excess of the limitation carried forward fromprior years) reported by the largest U.S. corporations.
Since foreign taxes were dependent on the foreign tax
structure, whereas taxable income from foreign sources
was dependent on the U.S. tax structure, the foreign
taxes were not necessarily based an the taxable income
reported.

Figure B- Foreign Iax Credit Clained, by Selected Industry, for Returns With Total Assets of $250 Million orHot., 1970-1976

(Money aniounts are in millions of dollars]

1970

19

1972 1974 1976

Selected industryad indust-

Se act

AmAmount

o__t

Percent
of Amount

Percent
f

Percent Percent

total
-

o
total

Amount

-

of
total

Amount of
total

(1)

(1)

(2) (3) (4) (5) (6) (7)

I.

All industries ............ 4,096 100 51819 100 20,175 100 22 716
Mining ............................

Oil and gas extraction .......
652
580

16 1,427 25 11,022 55

,

13,162

100

58... 14 1,382 24 10,836 54 13,022 57
tanufacturing .....................
Petroleum (including inte r d

2,987 73 3,822 66 8,054 40 7,956 35g ate )
and coal products .............. 1,224 30 1,555 27 4.608 23 4,070 18

4110lesale and retail trade. .......

18

7 164 3 314 2 631 3
~iaance, insurance, and real
estate

213, 353
1 6

1
654 3 771

'

3
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Figure C

Total 00morate taxable Iiiielinie and

taxable inmnis from foreign sources
,1972, 1974, and 1976

Total camonfte
able inawds

-To., WM._ taxable 11

on returns %vith $am Of $250.

million or mom and with tOnW
tax credit mPPOrsing sum"ema

-Taxable Income frorn fumign

.Mas on ratting ith I'm Of

$2W million or more tuaj with
- foreign tax credit WPPOndhQ

.Chadules

Figure D
tion of taxable

percent distribu
Income from foreign sourcills

bell' Was receptureby
selected country, for returns

with total assets
of $260 million or more

lbla~% Aflll~-

Coll,trim,ccounting

ftwr 3 P-00ot Oa more
of foreign Income

NO.:FiW-d.ao-dd1
too pacord la-das

of dowfirs

had..
assail Khalloal

Ub"
abas Gm.-M

Towbile InCOM
from foreign

$62X0,457,11go'souloss

0%

rA

3%3S
3%

3%

$183.6

Industrial Activitv Of 11 S. C0120ration
o rating

AbroE
activity of the U.S. cOrPO-

Although the
industrialan indication Of the act'v-

ration generally provide, Or portion of the ircome from

ity accounting for the MB.' the SCtivity Of the
foreign countries,

in many cases, f thet of the

foreign branch or Subsidiary differed rom
branches

oration For example the foreign ad under

Un'Sd-subMiaries *of U.S. icorpo
i~tions classifil

andm
(including Integrated)

'Manufacturing: Pettole'. Iran, Ku-
,a, ting in Indonesia,

coal products" and OP were eragaged in the extrac-

wait Libya, and Veneruela
the other hand, U.S, Corpora-

tion of petroleum- On
Mining: oil and 98S extrac-

tions classified under
Saudi Arabia were 21SO

engaged

tion- and operating in
activity. Thus, although

these

in the saw extractive i.
idiaries were engaged in simi-

f

reign branches or subs d in dif-

o
their activity was Classifie,

Is
r operations, se the classification was based

ferent industries becausof total receipts
of the U.S-

upon the major portion

corporation.

CNANGES IN THE LAW

Both the Tax Reduction
Act of 1975 and the I"

Ifected the Comparability Of tre
Reform Act Of 1976 al

credit data in this report wit"I
corporate foreign tax

the data presented in prior reports.

Tax Red Ion Act of 1975

t repealed Section
963

Minimum Distribution--The Ac
d taxpayer

M!La~~ Code which allOale
a nof the Internal Revenue rt F Income if the Co trolled

to defer taxation on SubPa

Corporation (CFC)
was included in a minimum

Forei n , and the stockholder
either

distrIbution electiO' from the CFC or from I
received a minimum distribution in which tl'C

group or chain of foreign corporations

CFC was included. The effect Of this repeal on the

than double the amount Of
statistics was to more ions

includable
ircwe of Controlled Foreign CorPOrat

All Dow 24%

Foreign Income and Taxes Reported on Corporation Returns

Figure E

Percent distribution of foreign taxes

excluding carryover by selected
country, for returns with
total assets of $250 million
or more

Countries accounting
for 2 percent or more
of foreign taxes

Foreign taxes
excluding
carrywer

$38,309,787,000

S..di Arabia 65%

W.-i.
Libya
iraa
Co.d.
flipai.

All Oth,, 17%

No.: Fiw,. do n.tdd to
100 Wcern because

olf-ding

over that reported in the Statistics of Incme--1974
Inel~tr ncomt..Dat6inng,,61 .L_ Lnl Taxes

I
Foreiqn Tax Creditea ..go, In. F

Fir
,

Tax
Returns.

faMin Oil and Gas Income--The Act required that
the

fbre~gnaxes~Pad, 5~ccrued and deemed paid on
foreign oil and gas extraction income be reduced
before those taxes could be used for foreign tax
Credit purposes. Foreign oil and gas extraction
taxable income is defined in section 907

0
f the IR

Code as taxable income from sources without the U.S.
and its possessions from the - extraction of minerals
from Oil or gas wells or the sale or exchange of
ass ts used by the taxpayer in the trade or business

elOf extracting minerals from oil or gas wells. The
amount of foreign oil and gas extraction taxes allowed
to be claimed as a credit was expressed as a percentage
Of foreign oil and gas extraction taxable income. The
Percentage to be used is in taxable years endifig in
1975, 110 percent of, in 1976, 105 percent of and in
1977 and subsecpjent years two percentage points above
the normal tax and surtax rates for the taxable year.

The applicable percentage was 50.4% in 1976.
Foreign taxes in excess of the limitation are not
Permitted to be used In the credit computation in theCurrent year. They am also not permitted to be
carried back or forward for use in any other year.

7S

The Act also required that the foreign tax credit
computed with respect to taxes paid, accrued or deemed
paid on foreign oil related income be computed using
the overall limitation method. Foreign oil related
income is defined to include income earned in foreign
oil and gas extraction and, in addition, income earned
in the processing, transportation or distribution of
the extracted minerals as well as the sale or exchange
of assets used by the taxpayer in extraction, process-
in transportation or distribution of minerals from01

or gas wells.
The 1975 Act provided, in addition, that taxpayers

recapture foreign oil related losses sustained in
years beginning after December 31, 1975. The 1976 Act
extended this to all income. The recapture is accom-
plished by treating as U.S. source Incane In any year
the lesser of all prior overall foreign losses not yet
recaptured or 50 percent of the foreign-source income.
The effect of this is to reduce the amount of foreign
taxes creditable against U.S. tax on the foreign
oil-related income.

For the purposes of this provision, "overall for-
eign loss" is defined as the amount by which the grossI

ncome for the taxable year from sources without the
United States is exceeded by the sum of expenses, los-
ses. and other deductions properly apportioned or allo-
cateb to foreign sources as well as ratable part or
such expenses which cannot be definitely allocated to

a
specific Item of gross income. The IR code specifi-

cally exempts from inclusion in the deductions, or
expenses, any foreign expropriation losses for the
year, losses which arise f~obri fire, storm, shipwreck
or other casualty, or from theft, to the extent that
they are not compensated by insurance. Net operating
losses and capital loss carrybacks or carryovers are
also not included.

Tax Reform Act of 1976

Overall Limitation Required--This Act further
modified the conputat n oT-the foreign tax credit in
that it extended the requirement to use the overall
limitation method to Compute the credit to all types
of foreign source income. This became effective in
taxable years beginning after December 31, 1975. In
order to alleviate the effects of this on certain
taxpayers who had made substantial commitments in
mining ventures and in ventures in Puerto Rico and
other U.S. possessions, transition rules allowed them
to continue to use the per-country limitation for
taxable years beginning before January 1, 1979. Since
excess foreign taxes cannot be carried from a year In
which the taxpayer used the per-country limitation
method to

a
year in which the overall limitation was

used the Act provi ded transition rules to permit sow
excess Credits to be carried over.

1_12s
ReWtym--The Act extended the recapture

Pr.vIrl.ns
t

he 1975 Act to all types of foreign
source income. Therefore, to the extent that an
overall foreign loss exceeded foreign income for a
year, and thus reduced U.S. tax on domestic income,
that loss must be recaptured In subsequent, profitable
years. This is accomplished by treating a portion of
the foreign source income subsequently earned, as
income from domestic sources. The amount of foreign
income to be treated as Income from danestic sources
in a subsequent year is limited to the lesser of the
amount of the loss or 50 percent of the foreign
taxable income for that year.

Dividends From Less-Developed Country Corpora-
tions--The 1976 Act also ended the distinction between
Te'veloped and less-developed country corporations in
the computation of taxes deemed paid on dividends re-
ceived. Prior to the Act a taxpayer was not required
to include in income 9 proportionate amount of the



Foreign Income and Taie8 Reported on Corporation ROtUM$

three-eighthS Or the
76

taxes paid on dividends received from a related for-

which woolified as a less-cleveloped
eign corporation ( the other hand, the taxpayer

coTtry
torporation. Do

-1111) the dividend I-
required to increase (gross

was
-loped country corporation.

come- received from a deve
f the 1976 Act, all distribu-

Under the provisions 0
tions received Out

of accumulated profits Of the for-

eign corporation for taxable years beginning after
S If

December 31, 1975, were required to be gras ad up*

the distributions were made out of earnings and or(,

taxable years beginning before

fits c:c.ulated in
were received by the domestic

January 1, 1976, and
ary 1, 1978, the pre-1976 law

corporation before Janu
still applied-

x Credit for includable income
Thi,cl_t~ier,Farel n 8 --prior to t Tax__L tions tTax

_or

T" ~r
f r axesn~co t 0PofL~Controlied~Formei n 10 0

t'onS~acoerisg~_n aX crediOra
a am c 0 ibuted earnings Of

Controlled

deemed paid on undistras only allowed down to the
Foreign Corporation wilt was also only allowed if the
second-tier. This crec at least 50
sac.nd-tier foreign corporation was

first-tier foreign corporation.
percent owned by the, corporation was required to be
The first-tier foreig,

least 10 percent owned by the domestic corporation.
of includable

at

the treatment

The
1976 Act broughl Subpart F

income of controlled Foreign Corporations,

income into conformity With the treatment Of actual

distri;utions from related foreign corporations' A

deemed paid foreign tax credit is now allowed on

listributions fr thi,d-tier foreign tcarporations.

am
include

additionally, the ownership requiremen s to
actual distributions can be as

,taxes deemed paid on t- thlrd-tIer as

little as 10 percent each down to f all three
long as the combined percentage ownership

0
tiers is at least 5 Percent. Beginning with Subpart F

)ss income after

income included in the corporation's grt -nce in

December 31, 1976, there is no longer a differe

the treatment of the two types of distributions.

catt--The 1976 Act denied the
.x.0 IlDternation'a'I Bog— ct to certain taxes paid

~~respejFlgn ax cre w
,untry which required participation

or accrued to any Cc w
in or cooperation ith an international boycott.

allow I choice

Tt; international bcycpt~ provisions
ti the amount Of tax

I

I

duced by an amount eoial a

excess of net Capital gain from sources within the

United states to net capital gain-

ade C oration Deduc-

Western Hemisphere Ir
40

on OfgreOu-1. ITi~~
made or

tion:-ProvisiOn was
qualifying

ThTs' deduction. This deduction
allowed

applicable corporate tax

corporations to reduce the done
fourteen percent. This W3s

rates by as much as r
the axable

income OF the COrPO at'On

by multiplying %merator Of which Was 14 percent

by a fraction, the r)
f which Was the

sum of the normal

and the denominator c
he year. in order to phase

tax and surtax rates for t
1976 Act reduced the percentage

out this deduction the rcent for a taxable year be-

in the numerator to 11 pe
cantage declined yearly and

ginning in 1976. This per axable
,as completely repealed for t

`
provision 1 1979.

years beginning after December 31,
th'

LIMITATIONS OF THE FOREIGN TAX CREDIT STATISTICS

Scope of Fore ign
Income Covered
.!m~

income included

The Sources of
the data on foreign

his report and the
components of foreign Income

in t
ted an these sources were:

filed by
repOT 1120F, 112CL, and 1120M,

The Forms 1120, Well as
included ti-a total foreign as ~l,

co(I ",rations I Howeve these
rpc this report- race

domestic income covered in ived
identified

only dividends ss_u
forms specifically ' d gro P,
fra. foreign corporations

,foreign dividen

and -includable income
Pj Controlled Foreign Corpora

tions-11 and
d in support of

foreign tax credit

(2) Form 1118,
file from foreign

led detail On income 1118 in
claimed, which PrOlic

A (see
the copy of Form

sources in Schedule

Part Ill). first
time in the 1976

The Form 1118 used for the

study shows not only the type of foreign source Income

for which 8 foreign tax credit was computed but also

the type of transaction whiah resulted in that imome.

time it is possible to tell the

Thus, for the first income attributable to specific
5amount of total grosuna tax-

transactions. unfort tely, in several
I come but did

,a amounts of gross in
not gawreported largpayer transaction which generated the

the type of Ount reported was
income. In such cases, if the I

an attempt was made to obtain the
million or more,

11 the Internal Revenue district
detail needed througistances no satisfactory response
offices. In some

I'
was received. In these instances the gross income Ill

question was treated as "other". S For.'
In addition, Same taxpayers filed a prior year

large amount of income
1118

'
Again, if them was 8

1

reported, contacts were made to try to Obtain data in

the revised Form 1118-
If such

the detail required Y ained the gross income was aga~n

detail could not be 0 t
attributed to "Other'.

Corporation Statistics to co-tD.
Relationshi Of U-S-

tatistics for the U~S. Corpora-
Certain financial s ts net income, i_Pme subjEct

tion, such as total asse ' dits and total
in-ome tax before cre I

to U S. tax, U.S-
c,xes are presented for each CO"'_

foreign income and t,
income was attributed or foreign

try to which taxable
though these statistics indicate

taxes were paid. Alof U S. corporations with opera-
the characteristics

in a particular country, they cannot be added tO

tions since many companies operate in

any meaningful t0tals
a number of countries.

on of data On foreign
income

industrial class"cat' oil business
and taxes was based solely On the princiP

than On the
activity of the U-S. corporation, rather To the
activity of the foreign branch or subsidiary. sub-

extent that the activity Of the
foreign branch Or

between two methods for cOmPu -

benefits lost, the
'-specifically

attributable income

a, the "international boycott

and taxes" method specifically attributable

factor" method,
Linder the

income and taxes Mthod, the benefits of the foreign

tax credit are denied by reducing the amount Of taxes
Under

the international
eligible for the credit.

of the f
0
reign tax

boycott factor method, the benefits

credit are denied by
reducing the otherwise allowable

credit.

t Ca
it 1 Gains--In order to

br'
ng It

1re.tmn,t Of
La

apital gains Int
I "'

a

of asre 9~ Source c

07

fareRg~ capital gains for

with the treatment of domestic
tmatment

1976 Act included three provisions
corporations, the -ce capital
which altered the treatment of foreign soul

gains.

(1) The taxable income from sources
without the United

States could include gain from the sale Of capital

assets only in an amount equal to foreign source

capital gain net income reduced by three-eighths

of foreign source net capital gain'~Xoo
rporation had to

(2) The entire to ble income Of a "'~

include gain from the sale or exchange of capital
al gain net

assets only In an amount equal
to capitnet capital

income reduced by
three-eighthS 0

gain.
rces without the

(3) Any net capital loss from sou into account in

United States
to the xtent taken

determining capital gain
net income had to be re

I

rureign ont,orne ana i axes neporieu on ~orporauon neturns

sidiary differed from the activity of the U.S. corpora-
tion, the industry classification of the data does not
accurately reflect the actual foreign industrial
activity.

Coverage

Form 1118, or a taxpayer statement submitted in lieu
of It, was filed in support of the foreign tax credit
claimed and was the source of the data on foreign in-
come and taxes. For some corporations, neither was
available with the return at the time it was filed.
However, the forei n ta credit claimed on returns
without Form 1118 ?a

it
her at time of filing or after

followup to obtain missing data) was less than 1 per-
cent of the total foreign tax credit claimed for 1976.

As already indicated, corporations had the option of
taking a deduction from gross income for foreign in-
come taxes, instead of claiming a credit against their
U.S. income tax. Corporations taking a deduction were

no
t required to file a Form 1118. However, because it

was generally mom advantageous to claim a credit
against tax rather than reduce income by a deduction,
it is probable that the number of corporations taking

the
deduction as well as the foreign income and taxes

Involved was negligible.
Besides the problem of nonresponse and the Incidence

of corporations taking a deduction instead of a credit,
there was an additional situation whereby corporations
with foreign income and taxes operated at a deficit and
thus had no U.S. tax liability and, consequently, no
foreign tax credit. Although some filed a Form 1118
to establish a basis for carrying over unused foreign
taxes to other years, date from these forms were not
used for the statistics, because filing for this pur-
pose was Inconsistent from company to company and be-
cause, by definition, the statistics were limited to
returns with foreign tax credit.

In addition, a small amount of undercoverage re-
sulted from not using the Forms 1118 filed by regu-
lated investment companies electing to allow their
shareholders to claim the credit for the foreign taxes
paid by these companies, again, because the statistics
cwere limited to returns on which the corporations
.,aimed a credit.

Understatement or Overstatement of Specific Items of
Data

As previously mentioned, the data in this report am
before audit adjustments. In addition, some corpor -
tions, including several claiming large foreign t:x
credits, specifically indicated that the information
provided on their Form 1118 was estimated because not
all of the necessary information on the corporation's
foreign operations (including the receipts for foreign
taxes paid) was available at the time the corporation
filed its tax return.

When Forms 1118 contained incomplete or inconsis-
tent data, it was possible in some instances to com-
Plate or estimate the date based on logical relation-
ships among Items both on the foreign tax credit com-
Putation schedule itself and on the corporation income
tax return and other forms and schedules filed with it.
In the case of returns with a large amount of foreign
tax credit (generally $100,000 or more), if the date on
the Form 1118 could not be completed during statistical
Processing, a field followup procedure was implemented
to Obtain the needed data from the Internal Revenue
district office where the return was filed.

-Also, the data for foreign dividends, "foreign divi-
dend gross_up,~ and "includable income of Controlled
Foreign

Corporations" obtained from the Form 1120
shown in this report reflect more complete taxpayer

d
reporting as a result of the followup and verification
uring statistical processing of the relationship of

these data Items with related items reported In the

it

foreign tax credit computation schedule. Consequent-
ly, because the statistical processing for this report
occurred at a later time than that for Statistics of

,rengForation Income,g cpIflIQc.0me 16 Jax Retur-n-K.-TRimare
although mostly of a mTnor nature,

between data in
t

he- Statistics of Income report and
date in this supplemental-report.

The understatement or overstatement of specific
item and the adjustments to correct some of these
situations are described below.

Foreign income

In some instances, total taxable Income from for-
eign sources was reported without its being distri-
buted by country. In those cases where no additional
inforination could be obtained (primarily through field
followup) and where foreign taxes, but not income,
were reported by country, knowledge of the foreign tax
rate for other corporations in the sane industry
operating in the same country were used to estimate
the income associated with the taxes. In practice,
though, very little estimation of this kind was
necessary because of the success of the followup
effort. When Income could not be allocated to a geo-
graphic area or a specific country, it was included in
the statistics for "Country not stated or not alloce-
ble and,other income from outside the United States,"
(see "Geographic classification: area or country- In
the Explanation of Terms).

Foreign taxes

Some understatement of foreign taxes occurred be-
cause corporations (filing consolidated returns) that
took both the Western Hemisphere Trade Corporation de-
duction and the foreign tax credit were subject to an
additional restriction in computing the credit under
Code section 1503.

.
An additional source of Understatement of foreign

taxes resulted from the fact that the foreign tax
credit for taxes paid or accrued on foreign mineral
income was reduced to the extent that foreign taxes
exceeded U.S. taxes on that income, and the excess was
due to the percentage depletion allowance.

The absence of the requirement to show either taxes
carried over from prior years or foreign tax credit by
country resulted in the absence of data on total for-
eign taxes, carryover and foreign tax credit by
country.

Because Statistics of Income is based on returns as
originally ad, the amount of excess foreign taxes
carried back from the two succeeding years for inclu-
sion in a recomputed foreign tax credit for 1976 Is
not available. Therefore, the statistics for foreign
taxes and the foreign tax credit are necessarily
incomplete.

Differences in Income Concepts

"Taxable Income from foreign sources- was gross in-
come (including certain income "constructively, n al-
though not "actually," received, i.e., "foreign divi-
dend gross-up" and "includable Income of Controlled
Foreign Corporations") less allocable deductions deter-
mined under the Internal Revenue Code and by provisions
of any tax treaty between the United States and a par-
ticular foreign country. This taxable income was the
base on which U.S. taxes on foreign earnings were de-
termined. It could differ from the net profit from
overseas business operations and investments computed
under foreign tax low which was used as the basis for
foreign taxation.

Net income for U.S. tax purposes, as shown in the
statistics, was generally larger than taxable income
mostly because of the statutory special nonbusiness
deductions allowed the majority of corporations in
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computing taxable Income (see "Income subject to U.S.
tax- in the Explanation of Terms). Thus, Western Hemi-

sphere Trade Corporations, for example, could reduce

their taxable Income from foreign sources by taking a

deduction equal to 22.9 percent of the income earned

in countries in the Western Hemisphere in which trey

were operating. Therefore, because taxable Income in

the statistics *was less than net Income, Form 1118,

which reflects taxable income from foreign sources,

understates the corresponding net income from foreign

operatlo~.

country classification

Taxable income shown on Form 1118 was generally re-

po
rted for each country on the basis Of the -source of

income" rules in Code sections 861 through 864 and the
regulations pertaining to these Code sections. Al-
trough there were tax treaties with various countries
covering sources of Income, the source rules in most

treaties were similar to those found in the Code. A
summary of thee principles in these Code sections used
In the allocation of foreign Income appears in the Ex-

planation of Terms under -Geographic classification:
area or country."

Based on the "source of income" rules, foreign in-

come and taxes attributed to a particular country may

have Included both income derived from, and taxes paid

and deemed paid to, other countries. For example, when

a U.S. corporation owned 10 percent or more of thee

stock of a foreign corporation, all of the dividends
received from this related foreign corporation plus

the foreign taxes paid directly by the U.S. corpora-
tion and the foreign taxes deemed paid by it on the

dividend Income were Bttributed to the country in

which the related foreign corporation was incorporated.
This rule applied under two different sets of cir-

cunstances. If the related foreign corporation re-
ceived income

fr.
branches or other operations in

another country, the dividends paid by it were held to

be derived entirely from the country of incorporation.
The fact that the profits out of which they were paid
were derived from another country was

rot
relevant in

determining the source of the dividend Income. Simi-

larly
I
If the re lated foreign corporation owned 10 per-

cent or More of the stock of foreign corporations in-

corporated In another country, the dividends received
from the related foreign corporation were held to be

derived entirely from its country of incorporation, al-

though part or all of its total profit was derived in

the form of dividends from its foreign subsidiaries In

other countries.
Consequently, the statistics for "Dividends paid to

related foreign corporations by second-tier foreign
corporations" and for "Dividends paid to second-tier
foreign corporations by third-tier foreign corpors-
tIons" were classified by the related foreign corpora-

tion's country of incorporation even though these

Second- and third-tier foreign corporations may have

been incorporated in countries otter than those in
which the related foreign corporation

Was
Incorporated.

However, it should be noted that there were very few

Instances where: a U.S. corporation reported in Schedule
A,

Form 1116'
that taxes were paid on dividends re-

ceived from a related foreign corporation to the

country In which the foreign corporation's principal

place of business was located and
that

the place of

business was different from the country of incorpora-
tion shown in Schedule B, Form 1118. In these cases,
for

statistical
purposes, the country in which the

foreign operations were located and to which the taxes

were paid was determined to be the source of the divi-

dends rather than the country of incorporation of the

foreign corporation paying the dividends. The foreign

taxes deemed paid reported In Schedule B were also

attributed to the country shown in Schedule A, and the

date were classified In this manner in the tables.

I

I

Taxes on income from branch operations and on other
receipts such as portfolio dividends, royalties, and

interest, were generally reported for the country to
which the taxes were actually paid.

Branch profits derived from a manufacturing opera-

tion were allocated, in part, to the country in which

the manufacturing took place and, in part, to the coun-

try in which the sale of manufactured goods was consum-

mated. In contrast, profits derived from mining opera-

tions were ordinarily attributed to the country in

which the natural deposits were mined or extracted.

Therefore, part of the income attributed to countries

in which mining or extraction of natural deposits was

the major source of income, such as Saudi Arabia, Vene-

zuela, Iran, and Kuwait, was earned by sales made In
otter countries. For 1976, as well as for prior years,

corporations engaged in extractive operations abroad

accounted for a substantial part of branch profits. .

The tables with data classified by country show an

additional grouping, -DISC dividends.- Dividends

deemed or actually paid by a Domestic International

Sales Corporation (DISC) were treated as dividends from

:1 foreign corporation to the extent the dividends were

ttributable to certain export receipts of the DISC and

a foreign tax credit could be claimed for the foreign

taxes related to these dividends. The foreign tax

credit for DISC dividends received was computed sepa-

rately for the Sun of these dividends in Schedule A of

Form 1118 and no country Information was required.

Consequently, in the tables presenting data by country,

DISC dividends are shown as a separate category because

they could not be classified by country.

CONTROLLED FOREIGN CORPORATIONS OF U.S. CORPORATIONS

A U.S. -person" (corporation, individual, Partner-

ship
I

estate or trust) was required to file Form 2952

if It controlled a foreign corporation. This report

covers only those foreign corporations controlled by

U.S. persons that were domestic corporations. The

statistics presented in this section pertain to those

foreign Subsidiaries controlled by U.S. corporations
with total assets of $250 million or more.

For purposes of filing Form 2952, control of a

first-tier foreign corporation was defined as owner-

Ship of more than 50 percent of the Voting power of
.11 classes of stock entitled to vote or More than 50

percent of the total value Of 811 shares of stock of
the foreign corporation. A U.S. person was-deemed to

control a second- or lower-tier foreign corporation

if it controlled a first-tier foreign corporation

Which, in turn, owned more then 50 percent of the

voting power of all classes of stock entitled to vote

or more than 50 percent Of the total value of all

shares of stock of a second-tier foreign corporation,

and so forth down through the chain of control. Be-

cause the U.S. person was deemed to control each of

these lower-tier foreign corporations, it was required

to file a Form 2952 for each of them.

More specifically) any U.S. person which controlled,

directly or Indirectly (through the chain of stock

ownership described above), a foreign corporation for

an uninterrupted period of 30 days during the foreign

corporation's annual accounting period was required

to file a Form 2952 for that corporation. The infol-

notion supplied on the Form 2952 was required for the

annual accounting period of each Controlled Foreign

Corporation that ended with or within the taxabl.e

year of the U.S. person filing the return. U.S. per-

sons that failed to file.Form 2952 for a Controlled

Foreign Corporation were liable to penalty throuP

loss of some or all of the foreign tax credit for the

taxes paid by the foreign corporations. In addition,

criminal
penalties

were Provided for failure to file,

even when there were no foreign taxes eligible for

the foreign tax credit.

Profits aid Taxes Of For 4

Foreign Income and Taxes Reported on Corporation Returns
a on Corporations by Country

In total, Controlled Foreign Corporations were in-COTPOrated in more
then 100 Countries. However, aSmall

number Of these countries accounted for themajor share Of the earnings of
controlled by U.S. foreign Corporationscorporations. As Shown, in figureF1 firms incorporated in three Countries, Canada

'
West Germany, and the United Kingdom, accounted forOver 45 Percent Of the net earnings of thecorporations. foreign

Figure G Presents data on ratios of taxes to
tal earnings, expressed as

Percentages, for ContropreForeign Corporations
with pre-tax current ear Iledand Profits, by geographic are rings

8 and selected countryOf incorporation. (Foreigh Corporations with deficitsin Current earnings and Profits are excluded from thisfigure.) The ratio
figure G Are s of taxes to earnings shown innot necessarily representative of the
fomlgn Statutory tax rates Among the reasons Are.-
a(') current earnings and Proifts was generally not tfL.one as the "taxable Income' base used by foreigncountries under their own tax laws; (2) taxes shown

have'S"ubnatlonal Included Income taxes imposed at the
level in addition to those imposed by thenational government; (3) taxes shown also

includedincome taxes imposed by other Countriesforeign Corporation Operated ~ in which the
n addition to the taxesImposed (Possibly

net Of 8 CreditorfOr the other coun-ttzxes'ImP80xSeeSd,

may, based roensluyltond

income earned in that
poration; and (4)

fcOuenitgrny)gobvyertrhwentcowuintthrya

OU
-Simmultinational parent

from negotiation by a
corporation Or have been set by tax treaties betweenthe United States and the foreign government. Never-theless, the ratios of taxes to earnings shown infigure G are the closest

Approximations of the rela-tive tax burdens in the various foreign countries thatcould be derived from date reported on Form 2952.Of the countries shown in figure C, the four with
the loves

t ratios of taxes to earnings were BeimudsLiberia,
Netherlands Antilles and Panama. All fourof ttese countries were known as foreign -taxhavens." U.S. COzParatlons often organized subsidi-aries In these and certain other countries with lowtax rates for the Purpose of conducting business notonly there, but also outside of these countries, inorder to take advantage of either the very low taxrates or, In some Instances, the complete exemptionFrom income taxation In the tax-haven countries. Theabove four countries were among those with theworld's lowest StOtUtOry tax rates. Other tax havencountries Included theLu,,mb_zV,

and Switzerland.
133hama8,

Liechtenstein,

Preliminary data from Form 2952 were compiled onselected tax-haven countries for 1976 An analysisOf these statistics was Issued in &havens And Their 1) report Tax-
Dvervie United States Tax a er
tvelueew'Searvieepeort to tne Commissioner o

t
Inte a

'vision), AM
the Assistant Attorney General (TaxSsistant

I Tax 'icy) SU it Secretary of t Treasu
Sal for Internet

ted by Richhart! A. G~- on, Sp aiA
C

J.nl Taxation, Janus 1
,
198t Ss-classification of date

by

t CO
tiof 1 0 oration Of the Controlled Foreign Corpo-

fo I a t t, In the case of Liberia, tfe 136te gn cO Orations engaged in water transportationd 31-1 million, but Paid onlyto lgn I t es. These $1
*
0 million In

tak Orations were In subsidiaries of U.S.
a advent L01POrated In Liberia In order to

exempted
f age Of the Liberian tax laws which

registered rcm taxation the
in that count earnings Of ShipownersI rY, but who Were

aa' a

not engagedL*"closlvely in Liber an coast 1 trade. These fo ignLJ~Poratlons Owned and operated Ships fly, rebi,lan
flag and their Principal ng ttef place of business

*as the "high seas." A urther Indication of this

W. Gw..,V 15%

UWW Khvd- 0%

4%

4%

4%

4%

AN Odw,
Zs%

type of activity
Can be found In the data In table

r3lerOrwthedch tshherir
thartno1hpea178 plaarceeigno

f

CdbXuPS0irnaetsscnsaswhtJ~Ch
"high seas" earned $178.9 million
million In taxes. , Yet Paid only $3.8

Industrial ACtlyli of -=~S~_CO
t Ions

Orations and Their

Figure H shows
the total assets Or ControlledForeign corporations

distributed separ tely by theIndustrial division of the U.S.
parents81sr1'detbyOfthe industrial corporationdivision of the ControlledtFOrelgn Corporation. The Major share of the totalbntrolled Foreign Corporations belonged tohose controlled by U.S. Corporations primarily er~gaged in manufacturing. While a large Portion ofthese Assets was l1ke,ise In manufacturing when clas-SifiLd by the industry of the Controlled Foreign Cor-

PoratIon,
there was Considerably more diversity in the

Principe,
industrial activity Of Foreign corporationsthan that of the U.S

.
Parent corporations.

Figure F

79

Controlled Foreign Corporations of u.S
- 'corporations -1th total assets Of $250 millionor more: Percent distribution of current earningand profits (loss deficit) before

taxes, by selected country Cunent earninp and proft,of Incorporation, 1976 (ion deficit) before tax.
$23,478.736.000

C--d. 22%
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th

f U S corporation- With Total Assets of $250 Milli..
or Met. Wi

so far. Texas, Foroig,
.reign Corporation- 'j: ;:;bar of Foreign corporations. Earnings Be

Figure G- Controlled F E atior, 1976Cu fit- (+) Before Taxes by selected Country of i.c.rp.r
r.r..t Earnings and Pr

t of Foreign Taxes to rniass,
income Taxes, and P.rceO

(Money mounts are in millions of dollars]

Number

(1)

-11.742

1,816

2,091
ISO
387
380
250
293

474
108
233
118

4,905
317
615
368
398

189
430

1,079
646

687
16

1285

852
154
159
88
98

730
612

187

Current
earnings and
profits (+)

before taxes

5,770

3,800
386

1,121
591

1,027
355

849
185
444
206

11 8741
685

1,266
638
817

346
1,085

222 1
3:736

1,501
324
406

1,723
290
691
138
145

1,131
3_025

116

Foreign
income
taxes
(net)

2j24

696
95
226
246
105
101

57
21
15
19

4,085
268
544
222
274

145
02
86

823"

674

10138

574
31
312
56
27

382
346

22

selected country of incorporation
reographic area and

All geographic areas .................................

.....................................
Canada ........-* ....

Latin Americ
.Argentina .......... : : ... ..

B i ....... ............raz I . ......
Mexico ......... ". 1 Z. ...~ ..... - , *::- -**'**.~ : : : ::Panama, excluding
Venezuela ................. ... .....

.
. ...............

total ........ 1" . : ...............other Western Hemispe. I .............. .................Th. Baha---':'::*: :
Bermuda ...... * : .................

.................

Netherlands Antille...

Europe, total ....... .... .. .. .
B Igi........... *

.... .
............. .

e
.

rance..:: ........ :-F
a

1

t
ly.. ........... .. ..

Ntherlands ...... ..... ................

Swed n ........... ............... .......
sw t.erjand ............. :

I
.............

United Kingdom ... ***,**' ....................
.........West

GeraenY ...............

Africa, total ......
::

. .
.........................Liberia ......... ... .

South Africa.....

Asia, total .......
Hong Kong .... , ............

... ... ....Jap
........................

.
.............

Philippines .......---..........................
Singapore.. ..............

Oceania, total-- ... . . ...
Australia .......

Puerto Rico and U,S. ?a

t Ownership Of Controlled Fnnei n
Direct and IndireC
Co orations

The predominance Of the activities
of directly-

owned Controlled Foreign Corporations, is shown by the
lassifler in the

data in figure I. When used as 6 crShip refers tort direct owne r-tables in this repo I oration by a U-5- Co
ownership Of the foreign Corp

Irect ownership indicates that theporation. Indforeign
corporation is controlled by a foreign Sub

sidiarY Of a U_S. corporation.

Foreign corporations with current earnings
bfore taxes.ad profits (+)-

Taxes as a
percent Of

-rreat
earnings and
profit. H

before taxes

(4)

32.9

3
.
6.8

23.6
24.7

20
.1
547

IOi3
28.5

11:6
3.4
9.5

34.4
39.2
43.0
34

'
B

33.5

42.0
18.6
39.1
33.1

44.9
3.1

34-0

33 -3
10-6
45-2
40
IS:'S

33.8
33.8

19.3
-

Transactions of Controlled Forei n CO Orations

. that receipts and Payments between
Figure J shows foreign subSidi-

the U.S. parent cOrP1Dr8tiOn and the

erieS were dominated by sales
or purchases Of Stock

in trade. However, the second largest t,anSSctIOn
I ts and Payments' Amounts

type differed for rece P i tS while dividends
borrowed was 14 percent Of rece P I

paid represent:ed 8 percent Of payments' Corpow
between Controlled Foreign

Transactions orations filing ,, 2952

tionS and U.S. Parent Corp

Industrial division of U.S.
Figure H corporation or tofeign

corporation

U.S. corporatlori railtims willit

lotal assaft of -U60 million or
more and their Controlled raw
Foreign Corporations:
Total assaft of foreign mull trade

-corporations, by lndustftl

dhftlon of.1the U.S. parent
eorporation or ftwftn
corporations 1976

Agriculture,Note: Owsall .V not UM to tsW boommse of rounding.
Inviod,ni In ms ovoi fo, OvosmoNsd POOP C-Onalsvs arx! fishing

It-

Number of corporations ................................

Current earnings and profits ~lesa deficit)

7--
before taxes ...................................

Foreign income taxes (net) ............................

Distributions .........................................

Transac ti-ns with related persons:'
Total receip ts ......................................
Total payments ......................................

Foreign Income and Taxes Reported on Corporation Returns

Manufactsiring

Floss Inamom and

Wholeaste and

Transportirtion, and
public utilities

Services,

Mining

Consinscdon

'See Explanation of Terms for definition of related persons.

Billions of dollans

>2 1 $138.2

RSI.2
[=

$3.2

F7 $7.0

~S~29$00ItI .0

La

$8.4

$10.2
-1614.0

$41.0
___1 S68.9

$1 .7
S40.4

For 1976, susts of ConVallod Fon,ign
Corponnion, snowed S286.4 billion,

-owned

9211.3

Cl-ifld by -
-0:.d. 1.1 division of U.S. p.mni corporation

odustrial division of fmign con;ontion

Figure I- Controlled Foreign Corporations Owned Directly or Indirectly by U.S. Corporations With Total Assets of
$250 Million or More: Number, Earnings, Taxes, Distributions, and Total Transactions, 1976

[Money mounts are in millions of dollars]

Total
number or
mount

(1)

21,071

23,479

8,630

6,569

57,118
78,296

Controlled Foreign Corporations

Directly-owned

Number or
amount

(2)

16,392

19,312

7,267

4,976

51,064
67,280

Percent

(3)

77.8

82.3

84.2

75.8

89.4
85.9

Indirectl

Number or
amount

(4)

4,679

4,166

1,363

1,593

6,054
11,016

Percent

(5)

22.2

17.7

15.8

24.2

10.6
14.1

81
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accounted for over 45 percent of the money amounts of

.11 transactions. Transactions between Controlled

Foreign Corporations and any corporation (domestic or

rporation filing
forejT) controlled by the U-S-

cc enForm 952 accounted for over 50 perc, t Of tr8nsBc
tions, with all related persons. Transactions with

the domestic and foreign corporations each accounted

for approximately half of these money amounts.

COjRomtLons with ControlledLESE~~~Ver;7S U.S.
Coroorations witnout 40-101led Foreign

Corporations

From figure K a comparison can be made between U.S.

corporations with total assets of $250 million or

more with Controlled Foreign Corporations and those

U.S. corporations of the same size without Controlled

Foreign corporations. Statistics for all active U.S.

Corporations, column 1, were taken from "Statistics

of lncc)me--Wzpomtion Income Tax ReturnV for 1976.

They my differ
s
lightly from the oats for U.S.

corporations with Controlled Foreign Corporations

presented In this
report, These differences are due

to minor revisions made to the underlying date after

the 'Statistics
0
f Income--CorPOration Income Tax

Returns" was released. only 37 percent Of the U-S-
corporations with total assets of $250 million or

more had a controlling interest in foreign

corporations. However, these U.S. corporations

accounted for approximately 65 percent of the net

income and income tax reported by all U.S. COrPOr8-

tions of this size. Dividends paid by the Controlled

Foreign Corporations to their
U.S.

parent corpora-

accounted for about 45 percent of both the
tions the U.S. parent
total foreign dividends received by
corporations and the foreign dividends reported as

having been received by all active U.S. corporations

with total assets of $2!50 milliOrl Or more. It should

be noted that the foreign dividends reported as having

been received by U.S. corporations also included divi-

deZs paid by Controlled Foreign Corporations to

noncontrolling U.S- she reholder corporations and

dividends received from non-Controlled Foreign

corporations on portfolio investment income.

Figure J-Transactions of Controlled Foreign Corpora-

tions With Their U.S, p...ut Corporation With Total

Assets of $250 Million or More, 1976

[Money mounts are in millions of dollarsl

Type of transaction

Receipts
by Coo-
trolled
Foreign

Corpora-
ti.ns

Payments
by Co.-
trolled
Foreign
Corp.-
tions

Total .......................

sales or purchases of stock in

trad .................. ..........
Purch ...8 of tangible property ....

sales or purchases of property

right ............................

Compensation for services .........

C.mmi.sio .........................

Rents and royalties. ..............

Amounts borrowed or leaned ........

Dividends ..................... ***,

Interest ..........................

Insurance premiums ..............-

Not allocable .....................

22,375

16,650
(1)

17
1,656

305

175
3,082

9
289
192

1

40,535

31,949
369

33
1,352

144

1,623
1,429
3,112

522

3

'Net reported on Form 2952.

NOTE: Detail my not add to total. because of rounding.

Figure K-U.S. Corporations With Total Assets of $250 Million or Her. and Their Controlled Foreign Corporations:

Number, Total Assets, Income, Taxes,
ead

Dividends, 1976

IM amount are in millions of dollars]onny

tem

All active
U.S.

corporations

U. S.

corporations

with

Controlled

Foreign

Corporations

Controlled
Foreign

Corporations

L2) (3)

2,050

_____

757 21,071

Number of returns or corporations. ..................... ......

............... 3,105,045 1,623,512 285,442

Total assets .......................... .... I ........

121,755 79,001
Net income (less deficit) before taxes ..........................

of Con-
Current earnings and profit. (Is.. d ficit) before taxes

n... 23,09

trolled Foreign Corporations ..................................... **-
.....

55,758 36,432
U.S. income tax before credit.....................................

8 630

Foreign income taxes (net) of Controlled Foreign Corporations., ....... n.a.

Dividends received by U.S. corp.r.tions from all foreign corpora-
61807 6,832

tions ..................................................
P

a n.a. 3,112

ivideads Paid to U,S. corporations filing Form 2952 .... .. .. ...... .

n.a. - Not applicable.

Foreign Income and Taxes Reported on Corporation Returns
HISTORICAL SLMARy,

1972-1978

Figure L Shows the incres a in the net income (lessdeficit) of U.S. corporatisons
$250 million or

with total assets of
more with Controlled ForeignCorporations between the years 1972 and 197k. Thebiennial Increases ranged from 15 percent to 53Percent With the largest increase occurring between1972 and 1974.

With the exception Of 1972 theaverage net earnings (less deficit) per U.S Cc;.rs-tion also Increased during this time spen. '
It should be noted that them were two masons forthe growth shown in the statistics for 1972-2978.The first was the growth due to increases in theactivity of U

-
S

-
Corporations that had total assets

of S250 million or more throughout
the time spancovered. The

second reason-was an increase in thenumber of U.S. Corporations in this asset size.Figure M shows the growth during the 1972-1976period in the foreign Operations of U.S. Clllr,tl,,s
s
with total assets Of $250 million or more through sub-*idiary Corporations in which they owned more than 50percent Of the stock, either directly or Indirectly.

Figure L
Billions of dollars

Not Income (loss defich) of
U.S. corporations with total assets
of $260 million or more with

$79.0Controlled Foreign Corporations
for selected years, 1972-1978

$60.

I

$39~3

1972 1074

"":T"a IN-It Ih-n am --I fe, ~hich .1 an
U's co~atioo. wish wa,j _u n
.itfi- a, of $250

co,oaratio cannOffed Fomign
ns ut ftailable. Suarom jo, IU78

am Prelimin" data and W,eWd aa ..d ith~Van.

1976

$91.2

1978

RK
Of U.S. corporations increased from 530 to7The7 numdbetrhe nunber or foreign subsidiaries grew from16,323 to 21,071,

Figure M also shows that
dividends to u,s. parent cOX

the amount distributed as

$3.1 billion. This
POrStiOns in 1976 totaled

the
was a substantial decrease fromdistributions of $4.1 billion In 1974. Thisdecrease was a result of the change in the tax lawPertaining to the minimum distribution. (See"Changes in Law" in the corporation foreign taxcredit section of this report.) These dividendamounts do not Include Payments to shsmPhaoy1ffdeenrtss other

thinr
1yesrU'.Se.arPnairnegnst' but do includ

from
Historically, U.S. corporations with total assetsof $250 million or more have been an important partof the Controlled Foreign Corporations study. Theforeign subsidiaries associated with these large U,S.

a
corporations accounted for 86 percent of the earningsno Profits (less deficit) before taxes of all Con-trolled Foreign Corporations for 1972, the last yearfor which date are available for all ControlledForeign Corporations.

Figure X-Contr.1led Foreign Corporations of U

*

SCorporations With Total Assets of $250 Million or'More: Number, Earnings, To as, and Distribution.,for Selected Y .... .... .=

Number of Controlled Foreign
Corporations

Foreign corporations with
current earning. and
profits--
(Less deficit) before
taxes:

Earnings and profit.....
FOraign income taxes,
net

(~) before taxes:
Earnings and profit.....
Foreign income taxes,
net
-- ...Total distributions .........

Distributions out of current
earnings and profits

Dividends paid to U~S''.or-
Potation filing For. 2952.

n.a. - Not available.
06NOTE: The years shown are ones for which Stvt,~at,:c

U.S.
Income data on foreign corporations controlled bycorporations with total

more are available.
assets of $250 million or
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Foreign Income and Taxes Reported on Corporation Returns

~ est or

LIMITATIONS OF THE CONTROLLED FOREIGN

CoRpORATION STATISTICS

1~%d,~ztrial
ClaSsification.

'The U.S. COrPOratiOn1s
diverse domestic and for-

eign industrial activities are not evident in these
s
tatistics. This is because returns were classified

in the industry which accounted for the largest por-

tion of total receipts
'

even though the return might

have been for a corporation engaged in many business

activities or might have been for an affiliated group

oil
corporations which was engaged in different busi-

ness activities and which was
included in the same

Consolidated return,
Data were available on the principal business

Otivity of as& Of the
foreign corporations from Form

a

Consequent-

2952 filed by the U.S. parent corporation.

ly classification of the Controlled Foreign
Corpora-

tions by their Own principal industrial activity
'n

of the diverse foreign business
Provides an indicatiO corporations

activities being conducted by U.S-

through foreiln subsidiaries, even though a foreign

corporation a so Could have had business activities

Other than the principal one in which it was classi-

the lal-
this

fied. For
ger foreign corporations,

ly have been more Pro-
industrial diversification IN f the larger U.S.
nounced, as it was in the case 0

corporations.

gonsolidated Returns

The effect on the data of consolidated returns filed

by U S. corporations should be noted. in particular,

the ~ata on U.S.
corporation returns include not only

the controlling U.S. corporations, but also those U.S.

I

I

i

corporations with less then a controlling In er

stock ownership Of the Controlled Foreign
with no were included in the same
Corporations, but which

filleted group member that

consolidated
return as an f The

aT
controlled One or more foreign corporations.

number of individual U.S.
corporations which control

foreign
corporations is understated because more than

one controlling U.S. corporation could be included in

the same consolidated
return.

I!mt !~~Uslm~-ts
All of the date shown in this report are prior to

audit, and, consequently, do not reflect any reallo-

cation of income or deductions arising Out of audit

ad'u=j; 0.1
business transactions between U.S.

corp
nd their foreign !subsidiaries. The

Internal Revenue Service was authorized under Code

section 482 to make these reallocations in order to

reflect more closely the charges that would have been

made if the companies had been unrelated and dealing

with each other at ,arm's length.- The most common

reallocations made under section 482 involved inter-

company pricing of goods Sold by one company to a

related company, intercompany service charges, and

interest charges on the intercompany loan of funds.

TO the extent that there were deviations from the

11arm-s-length--
relationship caused by the undervalu-

ation of sales to, end financial services provided

for controlled Foreign Corporations, the
cos

ts of

goo6l services, intangibles, and loans paid for or by

foreign corporat
s

would be understated and,

correspondingly eir earnings and profits would be

overstated.

Sample Criteria and Selection of Returns

The foreign tax credit statistics in this report are
estimates derived for the subpopulation of corporate
returns with foreign tax credit. Tables in which the
data were classified by industry include all returns
in the 1976 corporation SOI sample which reported an
amount of foreign tax credit. Those with geographic
area as a classifier contain data only from corpora-
tion returns with total assets of $250 million or
more, which reported an amount of foreign tax credit.

The Controlled Foreign Corporation statistics were
derived from all returns of U.S. corporations with
total assets of $250 million or more which filed Form
2952. These returns were sampled at the 100 percent
rate.

The corporate sample was a stratified probability
sample of returns selected before audit. The corpo-
rate population from which the sample was drawn
contained the following types of returns:

(1) Form 1120 - U.S. Corporation Tax Return,
(2) Form 1120L - U.S. Life Insurance Company

Income Tax Return,
(3) Form 1120M - U.S. mutual Insurance Company

Income Tax Return,

(4) From 112CF -'U.S. Income Tax Return of Foreign
Corporation,

(5) Form 1120S - U.S. Small Business Corporation
Income Tax Return (not applicable to the
foreign tax credit statistics in this report),

(6) Form 1120-DISC - Domestic International Sales
Corporation Return (not applicable to the
foreign tax credit Statistics in this report).
No DISC with assets of $250 million or more
filed Form 2952 for tax year 1976.

Returns not included in the corporate population
were for the most part, those in the Form 990 series
filed by nonprofit and therefore tax-exempt corpora-
tions.

The corporate sample was stratified for the most part
on combinations of size of total assets, and size of
net income (or deficit). Sampling rates ranged from
100 percent to less than I percent. In general, the
100 percent category contained the following types of
returns:

(1) all Form 1120 returns with total assets of $10
million or more, or net income or deficit of $1
million or more, and

(2) all Forms 1120L, 112CM, and 1120F returns,
regardless of the size of total assets or net
income.

Accounting Period_

Nearly all of the returns included in income year
1976 had accounting periods that ended during the span
Of months July 1976 through June 1977. The returns
Sampled for the 1976 report were revenue processed
during the months July 1976 through June 1978, a two
Year Period. Returns were sampled as they were re-
cei~ed. Separation of the returns into the appropri-
ate income year, based on accounting periods, was

Description of
the Sample

accomplished during statistical processing. Sampling
rates were set for the calendar year in which they
were received, without regard to their accounting
period. Therefore, if the rate was changed from one
calendar year to the next for a particular sample
class, that class would have more than one sampling
rate for a given income Yeer.
it I a possible for the same U.S. corporation to file

for different accounting periods, and thus appear more
than once in a given sample. However, for corpora-
tions with total assets of $250 million or more, only
the return for the current income year was carried In
the sample in order that the data not be overstated.

I
f a single corporation with total assets of S250

million 'or more filed two returns, one covering a
full-year accounting period and the second covering a
part-year accounting period, the assets of the
part-year return were deleted from the statistics in
this report. To the extent that the assets of a few
of these part-year returns were excluded from these
statistics, the date are slightly understated.

The totals for the number of returns filed are the
result of computer tabulations by calendar year of all
the returns processed to the Internal Revenue Service
Business Master File system from each of the ten
Internal Revenue service centers. Because of their
impact on the statistics, Inclusion of the largest
corporations was verified by controlling them on a
name basis.

Figure N compares the accounting periods of the U.S.

a
nd foreign corporations

co
vered by the Controlled

Foreign Corporation sect I on of thl
S

report. Code
section 441 required that returns be filed for the
annual accounting period customarily used by the
corporation in keeping its books and that, in general,
the accounting period close at the end of the month.
Thus, for Tax Year 1976, the earliest 12-month account-
ing period of a U.S. corporation covered in the 1976
tables extended from the beginning of August 1975
through the end of July 1976 and the last such account-
ing period, from the beginning of, My 1976 through
the end of June 1977. The tables also include returns
with less then a 12-manth accounting period. ,
Because Forms 2952 were filed for accounting periods

of Controlled Foreign Corporations ending with or
within the accounting period of the U.S. parent
corporation, the accounting periods of Controlled
Foreign Corporations included in the 1976 tables
ranged from September 1974 (the earliest beginning
date) through June 1977 (the last ending date).

All of the U.S. corporations on which the statis-
tics in this report were based were active, i.e.,
showed income or deduction items; however, 32 of these
active U.S. parent corporations controlled only inac-
tive foreign corporations and were, therefore, ex-
cluded from figure 0. This figure, which presents
date classified by the accounting periods of both the
U.S. and foreign corporations, shows the importance of
corporations reporting for a calendar-year account-
ing period. Approximately 75 percent of the U.S.
corporations had accounting periods ended December

Em
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U, lled For-epiegrcenCtOrPoofratthiecnst~t.(12)
over 80 percfOr

(1) near y 87
tortleedd

byOreign Corporest

income (less deficit I

percent of

all U-S- cOrPcratI

'

ons with Co,t,o ) re-
ant the ron-

tions and (3) more than 88the total pre-tax current earnings andprofits (less deficit) Of Controlled Foreign Corpora-tions.

Figure N -
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Figure 0- Active U.S- Corporations With Total Assets of
$
;tSO Million or More ad Their Active Controlled Foreign

Corporations: Number, Assets, and Earnings, by Accounting P.riod of U.S. Corporation Filing the Return, and by

Accounting Period of Controlled Foreign Corporation, 1976

[Money amounts are in millions of dollars]

U.S. parent corporations Contrelled Foreign Corporations

Accounting period of the U-9-
- us

-
>

7

Net umber of

Current

de-in
gCorporation filing the return and

77 7
Number of

T"

T.t.1
~'

income foreign
Total profir a Is..le.Co_.t

in period

of
tr

daccounting period of Controlled retura~ _et.assets (less I r .-ti ..
asset.

deficit).0
Foreign Corporation deficit

) p
before taxes

(2) (3) (4) (5) (6)

All U.S. corporati return.--
Controlled Fo reign Corporations by

accounting period:

All accounting periods2 ................ 725 1,768,917 78,083 16,498 284,031 23,479

......... ..... 1Calendar year2..
** **

575 1,640,305 71,062 10,028 220,724
3 307

16,739
6 739j

-: ......Noscalandar year . ........ -- 716 2,D96,807 138.318 6,470 6 , ,

U.S. corporation returns with calendar-

year accounting periods--

Controlled Foreign Corporations by
accounting period:

All accounting Peri.d~~ ............... 549 1,603,999 67,634 13,290 251,069 20,381

2 ... -.d 524 1,562,627 66,865 9,688 217,745 16,574
..i ........... ..er yearColan

.....d 433 1,794,378 118,888 3,602 33,324 3,807
ar Year ..............Notcalen

U.S. corporation returns with non-

oalendar-year accounting periods--

Controlled Foreign Corporations by
accounting period:

All accounting peri.ds~ .... 11 6 114

9

17 4

10 4"

3,208 32,962 3,098

Calendar year'..1.....

~

283

,"

~6

302 429

:

4 "6
19,430

304,J6~ 2:919
1 2,

9. 166,
9L2

Noncalendar year ..... ........ ,

Isince most U.S. corporation. have Controlled Foreign Corporations with calendar year and noucalendar year

accounting period., the detail in this colums, will not add to totals.

21ncludes part-ye.r return..

NOTE: Detail my not add to totals because of rounding.

In regard to Controlled Foreign Corporations, morehan 60 percent
Of them had calendar-year accountingperlodS and they reported more than 77 percent of thetotaldef,.itffe-1811 Current earnings and profits (lessover 99 Percent 0

f the U-S. corporatwhich c~ntrclled active
foreign corporations f1loindsreturns with full-year accounting periods. These U S.Corporations controlled nearly all Of the foreign co'r-Porations. Nearly ICO percent

Of the active foreigncorporations had fUll-yeaT accounting Periods
.

ThesetcaoxrporatiolnIs faccoluntced for nearly all of the totalassets and earnings and profits (less deficit) before
For a

rPOrat1ons.
more detailed descriptionsample and its selection, See t

Of the cOrpor
Statistics of' Income-1976, MOration Income Tax Returns.

Method Of Estimation

The foreign tax Credit
statistics in this report are

b
the usual estimates Of totals for a subpopulatioased on the stratified Sample

0
f returns used for t~he'Statistics of Income Program The sample data areweighted

to the sample strat~ t
e8ch record by the weighting

factoo!B" by multiplying
r.

-1
Number Of -turns filed in this strataUmber

These
are the same as

the weights used in theCorporate Statistics
Of Income a timates; that is, the

t
Population totals Of the number of returns, by stratahat have a

foreign tax credit are tThe Population totals for the no available.
filed In each Statistic, f

.
nLnbLr of returns

the result 0 IncQm2 sample strata am
C f the---Processed for T"'Pufii _-'ffims or all returns

Internal Revenue Service BusinessMaster File System in
each of the Internal Revenueservice centers.

!~~Varlabillty

Since

.

the data in this report were derived from aProbability sample of tax returns, the resulting Its-tistics may differ from similar data obtained from acomplete count or census, because of the variability
gture8ttaO

iSnOpling. SaWling variability arises Only inwhich returns were selected at a rate lessthan 100 percent. For this report, returns selectedIt the 100 Percent r te accounted for the largest partOf the estimated dolalar amounts and a fairly substan-tial proportion of the estimated total number of re-turns . The extent Of 100 percent selection end theresulting impact on the data is illustrated in figureP. For exangple, using only the returns not subject tosampling (I.e selected Ith Certainty) the estimatedtotal foreigr)* tax credit' claimed was $'23,513,391,000.Tha estimated total
Ing all returns was $23,545,4,54,000. Their ratio guisves the percent attributable toreturns selected at the 100 Percent r te, and thussampling variability was not ConsiderLdato be a majorlimitation of the date. Therefore, Measures of the

n
sampling variability (Coefficients of variation) were
at

calculated for the statistics in the foreign tax
credit

tables.

Figure P.--Th. p.tcc.t of Select

That is Attributable to get S.d,EIti-ted Totals
,ra, a acted WithCertainty

(100 Percent rate)

Selected
characteristic

Number of

FOrOign tax credit
claimed

Taxable income from foreignsources (net

Percent -uttrib,"ble to
return. no, subject to
sampling variability

45.5

99.9

99.8

w
In

the tables In this report, 8 dash in place of a
reduoncy Or amount Indicates that: (1) If returnsere selected at A rate Of 100K, no returns had thePsaelretlecteul

daratChearraac:tteerilsetsisc;thaonr
10(1)2)peircfenretuorintSherwenreoreturns in the Population had the characteristic orthe characteristic was so rare
that it did not appearon any sample returns.

.Whenever a weighted frecuency, was less than 3, theestimate was combined or deleted in order to avoiddisclosure Of information about specific corpora-tions. These combinations or deletions were indicatedby 8 double asterisk (--). In all other cases, whenan estimate was based on fewer than 10 return , notall OF them selected It S
estimate was the 100 Percent Irate, thec considered statistically unre Iwas Indi ated by a Jgl able and
the a asterisk (w) to the left ofdate items. (Asterisked estimates Should normallyval

as.)
be uused only in combination with other tabulated

Sample Management 2nq_Ej2,,

Sampl e Counts am verified during statisticalProcessing to minimize loss Of data. Because Of theirimpact an the statistics,
targest corporations was v

Inclusion Of

-

returns of the
Icompanies on a name erified by controlling these

basis.
In transcribing and tabulating the information fromhe returns in the sample, additional checks weremposed to Improve the cPJ8IItY Of the resultingestimates. Whenever Possible, incorrect or missingentries were corrected during statistical editing tomake them consistent with other entries on the returnOr accompanying schedules.

Prior to tabulation, numerous computer tests wereapplied to each record to assure that Proper balancerelationships between data Items were maintained.Inconsistencies which Could not be readily resolved,especially those that involved returns Of the largercorporations were referred to the Statistics of IrcomeDivision In the National Office for resolution. ThisIs discussed in more detail In this section der theheading "Limitations of the Foreigntics.
un

Tax Credit StatiS_
Finally, prior to Publication all statistics

andtables were reviewed for accuracy
and reasonablenessIn light of Provisions of tax laws, taxpayer

reportingvariations and limitations, economic conditions, com-parability with other statistical
series.

87



Tables for Foreign
Tax Credit Claimed

on Corporation
Income Tax Returns

FOREIM TAX CREDIT ON CORPORATION RETURNS, 1976

1. Returns with foreign tax credit: Total assets,
income

I
taxes and credits and foreign income,

taxes and credit, by major industry,go

2. Returns with Form 1118 filed in support of
for~ign tax credit claimed: Total assets,
income, taxes and credits and foreign income,
taxes and credit, by major Industry,92

3. Returns with foreign tax credit: Number of
returns for selected Items by selected

maj
or

industry,100

4. Returns with Form 1118 filed in support of
foreign tax credit claimed: Total assets,
income, taxes and credit and foreign income,
taxes and credit, by selected industry and by
size of total assets,101

5. Returns with Form 1118 filed in support of
foreign tax credit claimed: Total assets,
income, taxes and credit and foreign income,
taxes and credit by selected major industry and
by type of foreign income for which separate
credit was computed,126

6. Returns with Form 1118 filed in support of
foreign tax credit claimed and with total assets0
f $250 million or

more;
Total assets, income,

taxes and credits and foreign income, taxes and
credit, by country to which foreign taxes were
paid and DISC *dividends,147

7. Returns with Form 1118 filed in support of
foreign tax credit claimed and with total assets
of $250 million or more: Number of returns for
selected country to which foreign taxes were
paid,159

8. Returns with Form 1118 filed in support of
foreign tax credit claimed and with total assets
of $250 million or more: Total assets, income,
taxes and credits and foreign income, taxes and
credit, by selected major industry and by
selected country to which foreign taxes were
paid,160

9. Returns with Form 1118 filed in support of
foreign tax credit claimed and with total assets
of $250 million or more: Total assets, income,
taxes and credits and foreign income, taxes and
credit, by selected major industry and by
selected country to which foreign taxes were
paid,196

9fl
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Table 4. - Total Assets, Income, Taxes and Credit and Foreign income, Taxes and Credit, by Selected industry and by Size of
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Table B.-Total Assets, Income, Taxes and Credits and Foreign Income, Taxes and Credit, by Selected Major Industry and by Selected Country to which Foreign
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS
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RETURNS WITH FORM 1118 FILED IN SUP,
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $260 MILLION OR MORE
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $250 MILLION OR MORE

Table 9.-Total Assets, Income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Major Industry and by

Selected Country to which Foreign Taxes were Paid-Continued
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS
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Table 9-Total Assets, income, Tax and Credits and Foreign Income, Taxes and Credit, by Selected Major Industry and by

Selected Country to which Foreign Taxes were Paid-Continued
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230 Foreign Tax Credit on Corporation Returns, 1976

RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $250 MILLION OR MORE
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF 52SO MILLION OR MORE

Table q.-Total Assets, income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Major Industry and by
selected Country to which Foreign Taxes were Paid-Continued
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RETURNS WITH FORM 11ill FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS
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252 Foreign Tax Credit on corporation Returns, 1976

RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $250 MILLION OR MORE

Table g.-Total Assets, income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Major Industry and by

Selected Country to which Foreign Taxes were Peld-Continued
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $250 MILLION OR MORE

Table 9-Total Assels, income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Major Industry and by

Selected Country to which Foreign Taxes were Paid -Continued
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RETURNS WITH FORM 1118 FILED IN SUPPORT OF FOREIGN TAX CREDIT CLAIMED AND WITH TOTAL ASSETS

OF $250 MILLION OR MORE
Table 9-Total Assets, income, Tax and Credits and Foreign income, Taxes and Credit, by Selected Major Industry and by
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S.lecte~ Country to which For;i9n Taxes were Paid

IM.W_..I-- n -r- *1_-~"

S~i~

Awk, t~ ........................
S~

Aft-A~) . .. .. ...
OPEC ~-
omw I .. ... . . ...

Aft ~ ..........................................

J~ to~~"
"=............

. .........

oms~ WW ... ..................................
kw~. I...

. ..

...............................

0~

............
U.S. I.......................

C0..Y W ............
OPEC 6-IrW~

NOTE!

CONTROLLED FOREIrN CORPORATIONS, 1976

10. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of returns with selected U.S. corporation

I
tems and number of foreign corporations with

relec
t
ed Controll ed Foreign Corporation items,

by selected major Industry of the U.S. cor-
poration filing the return,2eo

11. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
income, deductions, tax, credit and distri-
butions of U.S. corporations and assets,
receipts, earnings, taxes, distributions and
selected transactions of Controlled Foreign
Corporations, by major Industry and size of
total assets of U.S. corporation filing the
return,m

12. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions of
Controlled Foreign Corporations, by selected
industry of U.S. corporation filing the return,
and by selected country of Incorporation of
Controlled Foreign Corporation,2go

13. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts

'
earnings, taxes, and distributions of

Controlled Foreign Corporations, by selected
industry of U.S. corporation filing the return,
and by selected Industry of Controlled Foreign
Corporation,300

14. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. Corporation returns and assets
receipts, earnings, taxes, and distributions of
Controlled Foreign Corporations, by Industrial
division of U.S. corporation filing the return,
and by percent of Controlled Foreign Corporation
owned directly or indirectly by U.S. corporation
filing the return,307

15. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952t
Number of U.S. corporation returns and number of
foreign corporations with selected Controlled
Foreign Corporation items, by selected country
of incorporation of Controlled Foreign Cor-
Poration,308

16.
Uni

ted States corporations with total assets of
S250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, distributions and
transactions of Controlled Foreign Corporations,
by selected country of incorporation of Con-
trolled Foreign Corporation,310

CoTables for U-S-rporations and
Their Controlled

Foreign Corporations

17. United States corporations with total assets of
$250 million

or
more and their Controlled

Fore, gn Corporations reported on Forns 2932:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions of
Controlled Foreign Corporations, by selected
country of incorporation and ownership level of
Controlled Foreign Corporation,322

18. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, arid distributions of
Controlled Foreign Corporations, by selected
country of Incorporation and selected industry
of Controlled Foreign Corporation,326

19. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions of
Controlled Foreign Corporations, by industrial
division and year of incorporation of Controlled
Foreign Corporation,340

20. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions of
Controlled Foreign corporations, by selected
country of incorporation and year of incorpora-
tion of Controlled Foreign Corporation,342

21. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions of
Controlled Foreign Corporations, by selected
country of Incorporation and size of total
assets of Controlled Foreign Corporation,348

22. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and number,
total assets, receipts, earnings, taxes, and
distributions of Controlled Foreign Corporations
by selected country of principal place of
business and ownership level of Controlled
Foreign Corporation,353

23. United States corporations with total assets of
$250 million or more and their Controlled
Foreign Corporations reported on Forms 2952:
Number of U.S. corporation returns and assets,
receipts, earnings, taxes, and distributions, of
Controlled Foreign, Corporations, by selected
country of Incorporation and taxes as a per-
centage of earnings and profits of Controlled
Foreign Wrooration,357

pld~
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UNITED STATES CORPORATIONS WITH TOTAL ASSETS OF $250 MILLION OR MORE AND THEIR CONTROLLED

FOREIGN CORPORATIONS REPORTED ON FORMS 2952

Table 10-Number of Returns with Selected U.S. Corporation items and Number of Foreign Corporations with Selected

Controlled Foreign Corporation Items, by Selected Major Industry of the U.S. Corporation Filing the Return
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Table JI.-NUmber of U.S. Corporation Returns and Assets, Income, Deductions, Tax, Credit and Distributions of U.S. Corporations and Assets, Receipts,

Earnings, Taxes. Distributions and Selected Transactions of Controlled Foreign Corporations, by Major Industry and Size of Total Assets of U.S. Corporation Filing

the Return
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Table 12-Number of U.S. Corporation Returns and Assets, Receipts, Earnings, Taxes, and Distributions of controlled Foreign

Corporations, by Selected Industry of U.S. Corporation Filing the Return, and by Selected Country of Incorporation of
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Table IS.-Number of U.S.' Corporation Returns and Number of Foreign Corporations with Selected Controlled ForeignCorporation Items, by Selected Country of incorporation of Controlled Foreign Corporation -Continued

nj

'55

321;~

1
3,

d-

W~17

1 1'_~3

P)

B2~

(4)

da~'j

21

2a

-

'7

01 09

'I

2"~

11

1

1

122

7

2-

~ninaad Fm-v c-

(11

3

l4

34

l21

~21
5

12ll~

1-1

21

Ool

14

11

2

AMM ............................
- Afna
E. ~I,
K"a ........... .....................

and Cana. Al... ........

A-. -1 ................................

S~ A~
A.1a, IftM........... .......................... ..... ....

.................. ................................
lanial

and s..naaannn ...........
. ......

wwya : .................Paw-. ..............................................

ja"( oinna- Ry~p

S- K- Ran~
oconl& tQW ......................

............
zaa"::~::::: ..... .......... :::

-Fl.. .1. and U.& Posawsidn,

'm



310 Controlled Foreign Corporations, 1976

UNITED STATES CORPORATIONS WITH TOTAL ASSETS OF $250 MILLION OR MORE AND THEIR CONTROLLED

FOREIGN CORPORATIONS REPORTED ON FORMS 2952

Table 16-Number of U.S. Corporation Returns and Assets, Receipts. Earrings, Taxes, Diatributions and Transactions of

Controlled Foreign Corporations, by Selected Country of incorporation of Controlled Foreign Corporation
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Earnings, Taxes, Distributions and Transactions of
Table 16. -Number of U.S. Corporation Returns and Assets, Receipts,
rCmon~tro.110-d.F.o.reiigtn~C-o.rp.cimt.lio~nig, by Selected Country of Incorporation of Controlled Foreign CorPoration -Continued
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UNITED STATES CORPORATIONS WITH TOTAL ASSETS OF $250 MILLION OR MORE AND THEIR CONTROLLED

FOREIGN CORPORATIONS REPORTED ON FORMS 2952
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UNITED STATES CORPORATIONS WITH TOTAL ASSETS OF $250 MILLION OR MORE AND THEIR CONTROLLED

FOREIGN CORPORATIONS REPORTED ON FORMS 2952
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The follo Ing explanations include definitions and
limi tations of date Items and of classifications used,
as well as descriptions of adjustments made in process-
ing the statistics shown in the corporation sections of
this report. These explanations are designed as an
aid in interpreting the statistical content of this
report and should not be construed as interpretations
of the Internal Revenue Code or related regulations,
procedures, or policies. Code sections

c
ited are

those In effect during the 1976 Income Year. More
complete explanations of the terms taken from the
corporation income tax return can be found In the
publication Statistics of Incorne--1976

,
Corporation

Income Tax ReFu-rns.
VFrrnIfr0_n_s-_ma_rked with the symbol # have been

changed from prior reports to reflect processing or tax
law changes.

Accounting Periods

The accounting Periods of U.S. corporations
cl aiming foreign tax credit are discussed in the
"=riPtiOn Of the Sample." The accounting Periods
Of both U.S. corporations and Controlled Foreign
Corporations are also discussed In the -Description
of the Sample." Returns with accounting peridodstothatsare refe
spanned less than 12 months

a
npyrtc-year returns and were filed, for th DSt part,rre

ontinuing corporations changing their accounting
periods, new corporations in existence less than 12
months, merging corporations, and liquidating
corporations.

Active Corporations

Active U.S. corporation returns were those showing
any income or deduction items. They comprised the
vast majority of the returns filed and were the basis
for all financial statistics presented In both the
foreign tax credit on corporation returns and Con-
trolled Foreign Corporation sections of this report.

In contrast, the Forms 2952 filed for both active
and inactive Controlled Foreign Corporations were
included in the statistics (see -Inactive Corpora-
tions-). In general, an active Controlled Foreign
Corporation was one with current earnings and profits
or a deficit In current earnings and profits for the
Year. Also included were foreign corporations without
earnings and profits (or

8
deficit In earnings and

profits), but which paid income taxes or which had at
least one transaction indicating business activity in
contrast to a transaction involving only passive in-
vestment activity. Transactions of Controlled Foreign
Corporations regarded as indicative of business acti-
vity for the current year were all inclusive except
for dividends paid, and amounts borrowed or loaned.

All Other Income from Sources Without the U.S. W

Income from sources without the United States for
which a separate credit was not required to be com-
Puted, I.e., income other than: (1) certain interest
reported under section 904, (2) dividends from a Disc

Explanation
of Terms

or former DISC, (3) foreign oil-related income, and
(4) Income from U.S. possessions, were aggregated and
reported by country in this category.

iitiLEAmounts 0 rowed (or Loaned) by Controlled Foreign
TFr_PO

Ons

These transactions represented intercompany loan of
funds between the Controlled Foreign Corporation and
its U.S. parent corporation or the four other cate-
yories of related persons shown on Form 2952 (see "Re-
ated Persons of Controlled Foreign Corporations").

These loan transactions do not Include indebtedness
shown in the open book account representing receiv-
ables or payables arising in the ordinary course of
trade or business of the corporation.

Business Receipts of Controlled Foreign Corporations

Business receipts were, in general, gross receipts
or gross sales less returns and allowances reported in
the income statements required

to
be filed by Con-

trolled Foreign Corporations with their Form 2952.
This amount was sometimes identified In the income
statement as gross revenues from sales or operations,
net sales, or gross operating revenue, without further
explanation. The amount used for the statistics re-
lated to income before the deduction of costs of goods
sold and before the deduction of operating expenses.
Wvertheless, there were some instances where only
gross profit was reported and business receipts could
not be obtained because the cost of goods Sold was not
reported. In these cases, business receipts was
regarded as unreported.

In the finance, insurance, and real estate division,
business receipts were generally the total income or
receipts of the Controlled Foreign Corporation and may
have been shown In the Income statement as royalty,
rental, commission, investment, or interest Income or
as Insurance premiums.

Because the figure shown in the income statement was
generally accepted as reported (since the income state-
ment as a whole was not abstracted for the statistics),
the definition of and the data shown are not completely
comparable with U.S. business receipts.

Business Receipts of U.S. Corporations

Business receipts were, in general, the gross operat-
ing receipts of the corporation reduced by the cost of
returned goods and allowances.

Business receipts Included rents reported as a prin-
cipal business income by real estate operators and by
certain types of manufacturing, public utility, and
service corporations. The latter corporations in-
cluded manufacturers that frequently rented products
rather than sold them, such as automatic date process-
ing equipment; lessors of public utility facilities
such as docks, warehouses, and pipelines; and companies
engaged In rantal services, such as the rental of auto-
mobiles or clothing.

Some corporations treated sales taxes and excise and
related taxes'which were included in the sales price of
their products as part of their gross receipts from
sales; others reported their receipts after adjustment

371
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for these taxes. When treated as receipts, sales taxes

and excise and related taxes were deducted on the tax

return as part of the
cost

of sales and operations or

were included in the separately itemized deduction for

taxes paid. In any case, the receipts as reported by

the taxpayer were included in the statistics (see also

,-Cost of Sales and Operations of U.S. Corporations").

In the finance, insurance, and real estate division,

business receipts included such banking items as fees,

commissions, trust department earnings, exchange col-

lections, discounts, and service charges, when identi-

fied in Schedules atta
Chad'

to the return. Business

receipts also included interest which was not sepa-

rately identified. (Interest, the principal ope ating

Income of banking and savJ ngs institutions,
is

Shown

separately in the statistics and Is, therefore, ex-

Ciudad from business receipts.) Special Statistical

treatment was required for the few banking institu-

tions which traded certain securities "on their own

account'- and which reported the purchase and sale oft
he securities as part of cost of sales and operations

and business receipts, respectively. For the statis-

tics, the amount paid by the banking institutions for

these securities was excluded from the cost of sales

and operations and a corresponding amount was excluded

from business receipts.
Also in the finance, Insurance, and real estate divi-

sion, premium income
of mos

t insurance companies was

also included in business receipts. However, certain

mutual insurance companies with total receipts of less

than $500,000 were not required to report premium in-

come. Therefore, total business receipts for insur-

ance carriers are slightly understated.

Generally, In the finance
'

insurance, and real

estate division, income from investments, when Iden-

tified in schedules attached to the return, was

treated as investment income and thereby excluded from

business receipts. Rent or cooperative apartment

assessments reported by real estate operators, how-

ever, were accepted as business receipts.
Business receipts reported by stock and clummodity

brokers dealers, and exchanges, and by real estate

subdIvi6rs, developers, and operative builders,

required special statistical treatment. For these

operations, net profit or loss from sales of Stock,

commodities, or real estate, when identifiable was

excluded from business receipts.
If the

corpo,~tio,

reported both business receipts and cost of sales and

operations without identifying the source, and the

cost of sales and operations was 50 percent or
more a

f

the business receipts, the items were considered to

include stock, commodity, or real estate transactions

and only the net gain or loss was used for the statis-

tics. Otherwise, business receipts for these companies

were used as reported and Included commissions and

service fees.
In addition to the incane types described above which

were uniquely treated by law, by the tax return, or for

the statistics, there were certain other kinds of in~

come from sales and operations that are not reflected

in business receipts. In general, this Income was in-

cluded as part of the much broader category, sales of

property used in trade or business. These amounts were

used in the computation of gain or loss from sales of

capital assets or of other property.

Carryback or Carryover (#)

This was the remaining amount of subsequent or prior

years' creditable foreign taxes in excess of the limi-

tation ("excess taxes'
)

for the year in whi ch the

taxes were paid, accrued, or deemed paid
*

These

excess taxes were carried back or over and included

with current-year creditable foreign taxes
'

Excess

foreign taxes could be carried back 2 years and

forward 5 years. They were applied against any -ex-

cess limitation," which was the amount by which the

Iimitation on the credit exceeded the creditable for-

eign taxes for a given year. This amount was reported

separately for each of the types of foreign income for

which a separate credit was computed.

Excess taxes were first applied against excess limi-

tation, if any, of the second preceding year, then of

the first preceding year, and were then carried over

to the first, second, and succeeding years through the
fifth year. If they could not be included in the for-

eign tax credit by the fifth year, they could not be

used. There is no information provided in the statis-

tics on carrybacks because the excess tax carried back

was reported only on amended returns and amended re-

turns were not used for the statistics.
Neither the carryover nor carryback of excess taxes

distinguished between taxes paid or accrued and taxes

deemed paid. Rather, both of these were combined and

reported as one figure on Form 1118. A taxpayer could

not carry back or carry over eligible foreign taxes in

excess of the limitation to
a

year in which foreign

taxes were taken as a deduction.

Certain Interest Income

A separate foreign tax credit computation for cer-

tain interest income was requi
red

under Code section

904. The investment interest to which the separate

limitation applied was defined, specifically, as all

interest income except smounts~
(1) derived from any transaction which was directly

related to the active conduct of a foreign trade or
business, such as interest on accounts receivable by a

foreign business arising from its ordinary business
transactions;

(2) derived from thee conduct of a banking, firanc-

I ' or similar business;
n?3) received from a foreign corporation in which the

U.S. corporation (or one or more members of an affili-
ated group, defined the same

as
for U.S. consolidated

return filing purposes, defined under separate head-

ing, in which the U.S. corporation was included)
owned, directly or indirectly, at least 10 percent of

the voting stock. (For purposes of determining the 10

percent stock ownership, stock owned directly or indi-

raptly by or for a foreign corporation was considered

as owned proportionately by its stockholders.); and
(4) received on obligations acquired as a result of

the disposition of an active foreign trade or business
or of stocks or obligations in a foreign corporation
in which the U.S. corporation owned at least 10 per-

cent of the voting stock.

Commissions Received (or paid) b Controlled Foreign

CorpoLations

Commissions received or paid were reported on Form

2952 as a transaction with five different categories

of related persons (see -Related Persons of Controlled

Foreign Corporations-). They were the Income or costs

relating to services performed in connection with

sales, purchases, collections, marketing, or other

types of business transactions where the foreign

corporation acted as an agent of another affiliate,

usually the U.S. parent or Subsidiary of the U.S.

parent, or the affiliate acted as the agent of the

foreign corporation.
The receiver of commissions did not obtain title to

the goods being sold, but usually received 8~ percent-

age of the sales price on executing the service Con-

tracted to be performed. Commissions for services

were usually related to a transaction which involved

merchandise and involved either the Controlled Foreign

Corporation or its affiliate as the agent which re-

calved the commissions.
In some instances, license! fees paid for the distri-

bution rights to the sale of certain merchandise were

reported as "Comissions paid.-

-V0
or r aln Servicescompensation Received (or f - ,

Foreign Income and Taxes Reported on Corporation Returns

S

Compensation received or paid was reported on Fom2952 as a transaction with five different categoriesFof related persons (see "Related Persons of Controlled
oreign Corporations,,).

Compensation received was the amount paid by a U.S
parent or its subsidiary (U.S. or foreign) for the flo;
of technological services from the foreign subsidiary

-Compensation paid was the amount received for the re-
verse flow. The technological services included man@-
yerial, engineering, construction, scientific, market-ng, advertising, and specialized business services.

Consolidated Returns

Consolidated returns were income tax returns which
contained the combined financial data of two or more
Corporations meeting the following requirements: (1) a
common parent corporation owned at least 80 percent ofthe voting power of all classes of stock and at least80 percent of each class of nonvoting stock (exceptstock which was limited and Preferred as to dividends)
of at least one member of the group, and (2) these
same Proportions of stock of each other member of the
group were owned within the group.

The filing Of a consolidated return for a parent
corporation and its subsidiaries constituted an elec-
tion of group reporting, which, with certain excep-
tions, had to be followed in subsequent years. aconsolidated filing election was applicable to all
affiliated domestic corporations connected throughstock ownership with a common parent corporation ex-cept

:
(1) regulated Investment companies, (2) realestate investment trusts, (3) corporations deriving a

large percentage of their gross income from sourceswithJn a U.S. possession (including Puerto Rico), (4)
corporations designated tax-exempt under Code section501, (5) China Trade Act corporations, and (6) Domes-tic International Sales Corporations (DISC's). Affili-
ated insurance companies were allowed to file a consol-
idated return If they were taxable under the same pro-
visions of the Code; however, noninsurance companies
with which they also may have been affiliated could not
be included in the same return.

A consolidated return, filed by the common parentcompany, was treated as a unit, each
s
tatistical

classification being determined on the basis of the
combined date of the affiliated group. Therefore, fil-ing changes to or from a consolidated return basis af-
fect year-to-year comparability of the statistics.

Constructive Taxable Income From Rellf-H
tions

This represented the sum of (1) "Includable Incomeof Controlled Foreign Corporations," and (2) "Foreign
Dividend Income Resulting from Foreign Taxes DeemedPaid," which was called the "Foreign dividend gross-up" in Schedule C - "Dividends" of the U.S. corpo-ration's income tax return. Each of these items Isdiscussed under separate headings in this section.

Controlled Foreign Corporations

For purposes of the statistics in this report, a
Control.for Fahreigne Cormpor2a9t512onwawasreaqnyirefdortelognbeco

firpleod-by a U.S. corporation. Under Code section 6038, this
form was to be filed for each corporation'incorporatedin a foreign country which was controlled by one U.S.
shareholder for at least 30 consecutive days during the
taxable year of the foreign corporation. Control of aforeign corporation was defined as direct or Indirectownership of stock possessing more than 50 percent ofthe voting power or representing more then 50 percent

11L_
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of the total value Of all Shares of Stock of the
foreign corporation. Indirect control of . foreiyn
corporation extendod without limit from the direct ycontrolled (or first-tier) foreign corporation through
succeeding tier$ iri a chain of control (see Section 3,"Controlled Foreign Corporations Studied").

A Controlled Foreign Corporation was defined differ-ently for purposes of Subpart F of the Code. To deter-mine which foreign Corporations were considered Con-trolled Foreign Corporations whose undistributed earn-Ings and Profits could be subject to U.S. taxation
t(shereoughInctlt~u,-diarbleu.sn.cosmhear0efholodnetrsolalsdSFuto)peairgtn FCOirnpCrm

a-etions"), more then 50 Pement of the total voting Powerof all classes of stock entitled to vote of the foreign

U
corporation had to be owned, directly or indirectly, by.S. shareholders on any day of the taxable year of the
foreigtnhecofroproeriagtniocn.orpoMroarteioovner,was~heon.neddetemomrienitng

hanwh5eO-
percent by U.S. shareholders, only U.S. a hareholderswith a 10 percent or more direct or indi

Mc
t ownershipin the foreign corporation were considered. Only

shareholders with a 10 percent or more ownership weresubject to the provisions of Subpart F; shareholders
owning less than 10 percent were taxed only on earningsand profits actually distributed to then by the foreigncorporation.

In addition, there were the following special rulesunder Subpart F of the Code for determining whether aforeign corporation was a Controlled Foreign Corpora-tion:
(1) For foreign corporations derivirxj income fromthe insurance of U.S. risks, the term Controlled For-eign Corporation included not only those defined above,but also any foreign corporation in which more than 25Percent of the total voting power of all classes ofstock was owned, directly or indirectly, by U.S. share-hol
'
ders and the gross amount of premiums attributableto the insurance of U.S. risks exceeded 75 percent of

the
gross amount of premiums from the Insurance of allrisks

*(2) The term Controlled Foreign Corporation did not
include corporations created under the laws of PuertoRico or a U.S. possession, if 80 percent or more of
their gross income for the 3-year period immediately
preceding the close of the taxable year (or part ofthe 3-year period if the corporation -as less than 3
years old) was derived from within Puerto Rico or aU.S. possession and 50 percent or more of the gross
income for that Period was derived from the active
conduct of certain trades or businesses within Puerto
Rico or a U.S. possession.

Cost of Sales and 0 erations of U.S. Corporations

Cost of sales and operations generally Included thedirect costs Incurred by the corporation in producinggoods or providing services. Included were costs ofmaterials used in manufacturing, cost of goods pur-chased for resale, direct labor, and certain operatingexpenses. Corporations with manufacturing or produc-tion operations were required to compute taxableincome in accordance with the "full absorption" methodof inventory costing as Prescribed by the Income taxregulations. Under full absorption costing, ingeneral, indirect production costs as well as direct
production costs were allocated to goods produced
during the taxable year, whether included as costs ofthe taxable year or as inventory at the close of the
year determined in acconJance with the corporation's
method of identifying goods in inventory. Thus, the
statistics also include certain indirect production
costs (such as repairs, maintenance, and utilities)reported by corporations as a cost of sales.

Operating expenses, considered part of the cost ofgoods sold, included sales taxes and excise and re-
lated taxes only If the corporation treated these taxes
as part of the sales price of the product. When these
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taxes were identified in cost of goods sold schedules,
they were excluded from the cost of goods sold. Simi-
larly, operating expenses for depreciation, depletion,
amortization, rent of buildings or real estate, adver-
tising, contributions to pension plans, and contribu-
tions to employee benefit programs, whether direct or
indirect costs in the case of corporations with wnu-
facturing or production operations, were excluded when
identified In cost of goods sold schedules.

The income or loss from sales of securities, commodi-
ti S

'
or real est ate by stock and commodity brokers,

de:lers, and
a

xchanges, and by real estate subdividers,
developers, and operative builders was transferred
from business receipts, and the net profit or loss from
these transactions included in net gain or loss from
sales or exchanges of noncapital assets. Special sta-
tistical treatment was also required for the few bank-
ing institutions which traded certain securities "on
their own account" and which reported the purchase and
sale of the securities as part of cost of sales and
operations and business receipts, respectively. For
the statistics, the amount paid for these securities
was excluded from cost of sales and operations and a
corresponding amount was excluded from business re-
ceipts. Therefore, the cost of such sales was ex-
cluded from the statistics.

Country not Stated or not Allocable and Other Income
from Outside the United States

See -Geographic Classification: area or country."

Creditable Foreign Taxes M

Foreign taxes paid or accrued to foreign countries
or U.S. possessions (including Puerto Rico) and to
their political subdivisions and eligible for the for-
eign tax credit against the U.S. income tax had to be
either: (1) a tax on income, war profits, or excess
profits, or (2) a tax in lieu of an income tax (Code
section 903).

As in the case of -taxable income from foreign
sources," foreign income taxes paid, accm~d, and
deemed paid included foreign income taxes attributable
to a foreign corporation's foreign source income "ef-
fectively connected" with a trade or business in the
United States. However, It should be noted that Code
section 906 excluded taxes imposed by a foreign coun-
try or U.S. Possession on the U.S. source Income of a
foreign corporation solely on the basis of the corpo-
ration's being created or organized under the laws of,
or domiciled for tax purposes in, that country or U.S.
possession.

Foreign income taxes paid or accrued to a foreign
country or U.S. possession on -foreign mineral income"
from sources within the country or possession had to be
reduced, for foreign tax credit purposes, to the extent
that the foreign taxes (or, If smaller, the amount of
U.S. tax that would have been computed on such income
without the percentage depletion deduction) exceeded
the U.S. tax on such income.

Creditable foreign taxes included both (1) foreign
taxes directly paid or accrued by the U.S. corporation
on profits of branch operations and withholding taxes
on dividends, royalties, and like income; and (2) for-
eign taxes indirectly, or deemed, paid by the U.S. cor-
poration, which were the taxes paid or accrued by a re-
lated (or first-tier) foreign corporation an the prof-
its from which dividends were paid or from which con-
structive distributions were made to the U.S. corpora-
tion (see -Foreign taxes deemed paid"). Also included
were the taxes paid by (1) second-tier foreign Corpora-
tions which were deemed paid by the related foreign
corporation and (2) third-tier foreign corporations
which were deemed paid by the second-tier foreign cor-
poration, when the second- and third-tier corporations

were in the same chain of ownership. Creditable taxes
could also include amounts carried over of prior-year
taxes paid or accrued and of taxes deemed paid.

Taxpayers could take Creditable taxes (as well as
noncreditable taxes) as a deduction in lieu of the for-
eign tax credit. However, since a U.S. corporation
usually obtained a greater tax benefit by electing to
take foreign taxes as a credit against U.S. income tax
rather than as a deduction from gross income, only a
negligible amount of Creditable foreign taxes was
likely to have been excluded from coverage in this re-
port for this reason.

Anot
he

r set of retums excluded from this report
were those with a deficit. With certain minor excep-
tions, deficit returns were nontaxable and, thus, could
not claim the credit. No statistics am available on
the amount of foreign source income earned by deficit
returns.

Credit.-Limitation Method (#)

There was a limitation on the amount of foreign
taxes which could actually be claimed as a credit for
any one year, so that the taxpayer was subject to the
higher of the U.S. or foreign tax rate on taxable in-
come from foreign sources. This ceiling, in effect,
prevented the credit from reducing that portion of the
U.S. tax that was attributable to income derived from
within the United States.

In the case of foreign corporations with income
"effectively connected" with a U.S. business, the
taxable income from foreign sources in the numerator
was the taxable Income from foreign sources which was
effectively connected" with the U.S. trade or

business.
The limitation was camputed separately for each of

the five types of foreign source income by first
determining what portion of the total U.S. tax
liability was attributable to that type of foreign
source Income. The credit became either the total
foreign taxes actually paid, accrued or deemed paid
including any carryover or carryback or the computed
amount, whichever was less. The credit could not ex-
ceed the proportion of U.S. income tax which taxable
income from all foreign sources bore to total taxable
income. The formula used was:

U.S
,
income tax

before credits X

Taxable income from
all foreign sources
and U.S. possessions

and domestic

This fraction could never exceed 1; section 904
specifically provided that the numerator could not
exceed the denominator. Thus, the total foreign tax
credit claimed for a specific type of foreign source
income could not exceed the U.S. income tax before
credits and, therefore, result in a refund of U.S.
taxes. The corporation's foreign tax credit was the
sum of' the credits separately computed for each type
of foreign source income.

Special rules were provided for the limitation COm-
putation in the year of actual receipt of' previously
taxed undistributed profits of Controlled Foreign Cor-
porations in order to avoid a reduction in foreign tax
credit that would otherwise result. Under Code Sec-
tion 960, in cases where constructive taxable income
was reported for a prior year under the "includable
income" provisions of Subpart F of the Code and this
income was distributed as dividends in a subsequent
year, foreign taxes paid or accrued or deemed paid

with respect to the dividends which were incurred In

the year of actual distribution, could be credited not-
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S

dfrom income for U.S,
withstanding the fact that the dividends were excluded counting practice hadCodbeeen 8PPlied, and whether the
ivid

all, tax Purposes in the year they were item to Which the adjustment
ring or a nonrecurring nature.

375

t

gIble to Prevent

StCh

all- related we Of 8 recur-es from exceeding the limitation (because the The following exception to these rules was provided

ends on which they were based were excluded ro by regulations unde section 964

actu
tax

come from foreign sources, thereby lowering
taxable

Indistributed. In order

f m of account regularly maintained by a foreign corpora-
~lf the books

he ceiling or limitation on foreign taxes), tax- tion for the purpose of accounting to its shareholders

payer was allowed to raise the ceiling or limitation as are kept in U.S. dollars and in accordance with ac-

follows: the limitation on the foreign tax credit for counting principles generally accepted in the United

the year in which the dividend was received was in- States, and if it is so elected by or on behalf of

creased by the amourt of the limitation of the Prior such corporation, the earnings and Profits shall be

year attributable to the constructive taxable income determined in every respect as If it were a domestic

(see "Includable income of Controlled Foreign Corpora- corporation.,, Once made, the election to use this

tions") for
that

year less the amount of foreign taxes method of computing earnings and profits was irrevoc-

credited with respect to this Constructive income. able.However, the increase In the limitation could not ex- The generally accepted U.S. accounting principles

ceed the foreign income taxes paid or deemed paid on that applied in making accomtIng adjustments included

the dividend distribution In the current year. the following:.Current Earni S and Profits of Controlled Forei n pr tice '-d--fOr~Pui~-ses-.&

(1) Clear reflection of income Any accounting_desig.~ - - r than the clear

Co ons

realection of income on a cuCurrent aarnings and
Profits represented the dif-ference between the total earnings and Profits offoreign corporations at
the end Of the current year(before reduction by any dividends Plaid during theyear) and the accumulated earnings andcorporations

as Of the beginning of the Profits
Of

year. Thelatter amount was

saeftteerd

reductcoangley

inivitdenctoisl-

tributions made in Prior Years. Current earnings andProfits
thus repre

measure ofp

It
eerfnitrigsitands Profits available for dividend distribu-ions to stockishodersin

tAhlitshoregPhorcturbroetnt bearnrengstaland

in-dfaitterls,

by definition, an after-tax

taxes. Wt current earnings and profits arethe summation of positive current earnings and Profitsand negative current earnings and Profits (deficit incurrent earnings and profits) for corporations havingeither positive or negative current earnings andProfits.
In those Instances where the current earnings andgrofits In item 11(a) of the Form 2952

wa's missing,
Ut the net income per books for these foreign cor-Porations was available from the inc

'
statementrequired to be filed with th- Form 2952methis figurewas used In place of the missing earnings and profitsdate. To the extent that net income per books wasdifferent from current earnings and

profi
ts which wasgenerally required t

0
be computed on the basis of sec-tion 964 of the Code, there is some Inconsistency inthe current earnings arid profits statistics

*
Code section 964 and the regulations thereunderProvided that the earnings and profits of a foreigncorporation for Its taxable year were to be computedsubstantially the same as if the corporation were aU.S. Corporation by
(1) Preparing an income statement from the books ofaccount regularly maintained by the corporation forthe purpose

of accounting
to Its shareholders;(2) making adjustments necessary to conform thestatement to acceptable accounting standards;(3) making further adjustments to Conform the state-ment to U.S. tax concepts (e.g., those relating todepreciation and depletion);

(4) translating the amounts shown Into U.S. dollars;and, then
(5) adjusting the resulting amount of net Income ordeficit shown to reflect any gain or loss on currencyexchange.
No accounting or tax adjustment provided for In (2)and (3) above was required unless it was -material. --Whether an adjustment

material depended on thefacts and circumstanceswas' the Particular case, In-cluding the amount of the adjustment, its size rela-tive to the general level of the corporation's totalassets and annual net income or deficit per books ofaccount, the consistency with which a Particular ac-

,A.--

ns out rrent

rrem basis Of income andselopense
foralthautexablaince0anlre was not to be recognized.Feosrerevxeasmplseu,chadaj~st~ent Would be required when p,cvi_

were made for arbitrarya those for foreign currency devalue-tion, unrealized losses on securities, maintenance,contingencies, and similar items.
(2) Historical cost All PhYs'ical assets (includinginvent_O~Y7wn re te~ied at cost) had to be taken intoaccount at historical cost I

they were acquired withou't `ree-g'erc%J0stoa`anyf the timetion or depreciation In ePPrecia-

vo
lue or in the relative valueof the currency in which the Costs were Incurred. De-PreCiBtIOn, depletion, and amortization allowanceswere

to be
based on the historical cost Of the under-lying assets.

While Internal Revenue regulations defined histori-cal cost and allowable depreciation methods for assetsacquired in PoSt-1962 years there were no guidelinesfor determining the depreciation on assets acquired Inyears(0, itpricor to 1963. However, the foreign Corporation
S

ntrolling U.S. shareholders an Its behalf)was allowed a choice of three methods Of calculatingdepreciation on t4-
historical Cost of depreciableassets for this period

Y
ulstedcoiufldal(llo)wacbhoosuendto

Ccod~e
tinue the method actuali

gectlaodnoplVt,he
(2S)emedPpt;h(t)de ostrdaelpgrhetc-iialtnieonmetthhaotd,

thrcorporation adopted for Its first POst-1962 year.
.Definitely Allocable Deduction

These deductions Bre expenses incurred which amspecifically Bllocable to Income from sources
the United

n

without
States (rental, royalty and licensingexpenses, services expenses, expenses attr butable to

idnicvw

ideends, and interest) except deducti I
allocable

D

to the income Of foreign branches and so Saction 863(b)

irect or Indirect Control of Control~Ons _-_-_-_~_-_1__LontrolIed_ ForeIRn

Direct control Indicated that a U.S. Parent corpo-ration owned more than 50 Percent of the voting powerOf all classes of stock entitled to vote or more than50 percent of the value of all shares of stock of aforei gn corporation. Indirect control meant that thedrUa.tSionparentntcrorlploerdat(ioorn

fclornsttroliled tChoentfolrleadnForoerigon-
irectlythrough

indirect ownership extending from a
Corporation through succeeding tiers In a chain ofcontrol (see discussion under "Form 2952")

'
However,direct ownership, used as a classifier in the tablesIn this report, refers to ownership of the foreign cor-Poration by a U.S. corporation. Indirect ownership In-dicates that the foreign corporation Is controlled by aforeign subsidiary of' a U.S. corporation.

I
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Distributions of Controlled Foreign Corporations

The distributions of Controlled Foreign Corporations

consisted of dividends paid to shareholders Of the-
corporation, capital gain distributions, and distri-

butions paid out of capital .(capital stock, paid-in
capital, or capital surplus). Liquidating dividends

could also be Included; no attempt was made to exclude

them. For the most part, the amounts of distributions

were used as reported. Therefore, they are not com~
pletely comparable to the amount shown for distribu-
tions of U.S. corporations.

Distributions of Controlled Foreign Corporations were

obtained from Form 2952: "Distributions out of current

earnings and profits," Item 11(c); "Distributions out

of accumulated earnings and profits," item 11(d); and

"Crther distributions,*- item 11(e). The source of

"Other distributions" was required to be reported on

Form 2952 and based on this, data are shown for dis-

tributions out of capital, liquidating distributions

and capital gain and other distributions. When these

data were not reported an the Form 2952 itself, they

were obtained from financial statements required to be

filed with Form 2952.
It should be noted that, unlike the data shown in the

tables
for

dividends paid by Controlled Foreign Corpo-

rations, the data for distributions of Controlled For-

eign Corporations are not shown by type of related

person to whom the distri
bution

was made because this

information was not reported on Form 2952 as it was In

the case of dividends paid.

Distributions of U.S. Corporations to Stockholders

Except in own htOCk

This Item consisted of cash and other property, gen-

erally reported as part of the analysis of unappropri-

ated retained earnings. Liquidating dividends, when

identified, were excluded.
In those Instances where a corporation reported only

a single total for distributions to stockholders and

did not identify this distribution as cash or stock or

other property, the total was treated as a distritxi-

tion to stockholders in cash and property other than

in the company's own stock.
Regulated investment companies and real estate in-

vestment trusts could treat certain dividends paid

after the close of their taxable year as distributions

during the current taxable year. In a similar manner,

for Small Business Corporations electing to be taxed

through stockholders, distributions of money made
within 2-1/2 months after the close of the taxable

year were considered to be distributions of the cor-

poration's undistributed taxable income of the pre-

ceding taxable year. Otherwise, the statistics do not

include amounts taxed but not actually distributed to

stockholders in the current year. Conversely, the

statistics do include amounts taxed through stock-

holders in previous years, but which were not actually

distributed until the current year.

For Domestic International Sales Corporations

(DISC's), only amounts actually distributed (i.e.,

distributions that were made to meet the DISC quali-

fication requirement under Code section 992, including

"deficiency distributions" made after the close of the

taxable year to avoid disqualification as a DISC, or

other actual distributions) were Included In the sta-

tistics . Dividends which were 'not actually distri-

buted, but rather deemed distributed under section 995,

were excluded.

Dividends Paid by Controlled Foreign Corporati ns

anDividends paid by Controlled Foreign Corporations

were reported on Form 2952 as
a

transaction with five

different categories of related persons (see -Related

Persons of Controlled Foreign Corporations-).

it should be noted that while the data Shown in the

tables for distributions of Controlled Foreign Corpo-

rations include payments made to all shareholders of

the corporation, both U.S. and foreign, the data for

dividends paid by Controlled Foreign Corporations do

not represent the total dividends paid. As mentioned

above, stati stic$ are provided. only for payments to

the U.S. parent corporation and to four other cate-

gories of related persons of the Controlled Foreign

Corporation reported an Form 2952.

Divid2nds Paid to Second-Tier Foreiqh corporations byR,,, ;a-Mr
-P--- (#)

Section 902 of the Code and, as a result of the Tax

Reform Act of 1976, Section 960 of the code recognized

dividend distributions from third-tier foreign corpora-

tions for foreign tax credit purposes, If at least 10
percent of the voting stock of the third-tier foreign

corporation was owned by a secon6-tier foreign corpora-

tion and the U.S. corporation had at least a 5 percent

indirect ownership in the third-tier foreign corpora-

tion. Thus, foreign income taxes paid by third-tier
foreign corporations to second-tier foreign corpora-

tions were included in the credit computation at the

second-tier level as taxes deemed paid by the

second-tier foreign corporation. The dividends paid

by third-tier to second-tier foreign corporations,
which were used in the computation of taxes deemed

paid at that level, were reported in Schedule 0 of

Form 1118, reproduced in Part III of this report (see

-Toreign
Taxes

Deemed Paid").

Dividends aid to related foreign corporations by

second-tV

Tore
ion corporatio6s

Section 902 of the Code provided that a Proportion-

ate share of the foreign taxes attributable to the

dividends paid by related (or first-tier) foreign cor-

porations to a U.S. corporation as deemed paid by the

U.S. COTO
ration. In addition, a related foreign cor-

poration was deemed to have paid a proportionate sham

of the foreign taxes attributable to the dividends paid

to it by a subsidiary (or second-tier) foreign corpora-

tion in which the related foreign corporation owned at

least 10 percent of the voting stock If the U.S. corpo-

ration had at least a 5 percent indirect ownership in

the second-tier foreign corporation.

As a result, the computation of foreign taxes deemed

paid by the U.S. corporation in Schedule B of Form 1118

(reproduced in part III of this report) included both

the taxes paid or accrued and the taxes deemed paid by

related Foreign corporations. The dividends paid to

relater foreign corporations by subsidiaries, i.e.,

foreign corporations in which the related foreign cor-

poration owned at least 10 percent of the voting stock,

were used in the computation of foreign taxes deemed

paid by related foreign corporations, and were reported

in Schedule C of Form 1118.

orations

Dividends received by Controlled Foreign corpora-

tions were reported on Form 2952 as a transaction with

five different categories of related persons (see "Re-

lated Persons of Controlled Foreign Corporations").

They usually represented . distribution of profits

from a second- or lower-tie
,

foreign corporation to

its higher-tier foreign corporate parent. The foreign

corporation receiving the dividends was generally

either a holding company or an operating corporation

which organized a subsidiary either in another country

or In another activity in the same country.

Foreign income and Taxes Reported on Corporation Returns
Dividends Received from DISC-s (Domestic International
Sales CO rations). ., 1 -1-1 -1 ~ ")

Code sections 991-997 provided a system of tax de-ferral for Domestic International Sales Corporations
(DISC's) and their stockholders (mainly other corpora-
tions) . The profits of a DISC were not taxed to the
DISC, but were taxed to the stockholders of the DISC
when distributed or deemed to be distributed. In gen-
eral, the stockholders of a DISC were deemed to receive
annually, a portion of the DISC's earnings and profits.
This constructive distribution was fully taxable to the
dstockholders, even if the earnings were not actually
Istributed. U.S. income taxation was deferred on the

portion of the DISC's taxable income which was not
deemed distributed until one of the following events
occurred: the income was actually distributed to the
DISC's stockholders; a stockholder disposed of the
DISC stock; the DISC was liquidated; or the election
to be treated as a DISC was terminated or revoked.

DISC benefits were curtailed by the Tax Reform Act
of 1976. For DISC's with income

0
f more than

$100,000, DISC benefits (deferral of taxation on a
portion of earnings and profits) was limited to income
attributable to export gross receipts in excess of 67
percent of the average export gross receipts during a
four-year base period (initially 1972 through 1975)
DISC's with income of $100,000 or less were not af-
fected by this change.

The dividends deemed or actually paid by a DISC to
its stockholder(s) were treated as dividends from a
foreign corporation to the extent the dividends were
attributable to certain export receipts of the DISC.
Thus, all stockholders could claim a foreign tax
credit for any foreign taxes imposed directly on a
DISC dividend. Corporate stockholders could also
claim an indirect credit (for taxes deemed paid) for
the foreign taxes paid by a DISC. The limitation on
the foreign tax credit was applied separately with
respect to aggregate dividends received from all
DISC's. (For further discussion, see "Country clas-
sification" in the corporation foreign tax credit
section of this publication.)

Dividends- Received by U.S. Corporations From Foreign
Ms

Two measures of foreign dividends received by U.S.
corporations are shown in this report. The first
discussed below relates to the total dividends received
from all foreign corporations reported in the d, vidend
schedule of the corporation Income tax return. The
second pertains to the dividends paid by Controlled
Foreign Corporations, reported in item 12 of Form 2952,
and is discussed under that term in this section.

Dividends were paid from current- as well as prior-
years' earnings and profits of companies incorporated
in foreign countries.

Dividends from foreign corporations included:
(1) dividends, subject to the 85 percent deduction,

received by U.S. corporations from those foreign cor-
porations at least 50 percent or more of whose gross
income was "effectively connected'- with a business
conducted in the United States,

(2) dividends, subject to the 100-percent deduction,
received by U.S. corporations from wholly-owned for-
eign subsidiaries, all of whose gross income was -ef-
fectively connected" with the conduct of a U.S. tradeor business, and

(3) any other foreign dividends, not subject to a
deduction, which included--

(a) certain gains from the sale, exchange, or re-
demotion of Controlled Foreign Corporation stock, and

(b) foreign dividends received by Small Business
Corporations electing to be taxed through shareholders.

Excluded from the statistics for dividends received
from foreign corporations was the 1-gross-up" of for-eign taxes paid or deemed paid on the profits from
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which the dividends Of related (or first-tier) foreign
corporations, I.e., foreign Corporations in which a
U.S. Corporation directly owned 10 Percent or more ofthe voting stock, were diftributed. This was cloneeven though the "gross-up" was considered by law to bepart of the dividends received. Also excluded wasIncome only constructively received from foreign
corporations controlled by U.S. stockholders, whichwas reported in the dividend schedule of t he~
corporation Income tax return as "Includable income ofControlled Foreign Corporations," along with the'gross-up" associated with this income. If theseMounts were actually distributed at a later date,they were neither retaxed nor reported.

Earnings and Profits

See "Current Earnings and Profits of Controlled For-eign Corporations."

Income Resultin From Foreign TaxesCr.ss_.P.,
L__

_
Fore"a "vLe L~._ed P_id A-Fdre ~n_'D_ividend C

Section 78 of the Code provided that when dividendswere distributed to a U.S. corporation from these for-eign profits, the U.S. corporation was required to in-
crease (or "gross-up") such dividends received by the
mount of the foreign taxes deemed paid with'respect

a
to these dividends, if the U.S. corPoration claimed

t
foreign tax credit for these taxes. Also, foreignaxes deemed paid with respect to Includable Income ofControlled Foreign Corporation were used to "gross up"this constructively received income and thus consti-tuted a part of the foreign dividend Income resultingfrom foreign taxes deemed paid.

The computation of foreign taxes deemed paid isdiscussed under that term in this section
.

Although the foreign taxes deemed paid, describedabove, were treated as dividend income for U.S. taxpurposes, they are shown separately in the statistics
as Voreign dividend income resulting for foreign
taxes deemed paid" and have been excluded from the sta-tistics for foreign dividends and includable income ofControlled Foreign Corporations.

onsForeign Income Taxes Paid by Controlled Foreign

These were the foreign income, war profits, and
excess profits taxes paid or accrued by ControlledForeign Corporations to foreign countries or U.S.
possessions (including Puerto Rico) and to their poli-tical subdivisions. When foreign corporations hadbusiness operations in a country different from theone in which they were incorporated or had other In-come such as dividends coming from sources in other
countries (including the United States), taxes for
such corporations Included the taxes imposed by these
other countries ~Including the United States) on the
income coming from outside the country of incorpora-
tion.

Foreign income taxes paid by a Controlled Foreign
Corporation did not Include withholding taxes paid for
stockholders to whom distributions were made. How-
ever, they did include taxes paid or accrued in lieu
of the foreign country's regular income or profits
taxes.

,

Foreign oil and Gas Extraction Income (#)

This was taxable income derived from sources with-
out the United States and its Possessions from the ex-
traction of minerals from oil and gas wells or the
sales or exchange of assets used In such extraction.
Foreign oil and gas extraction income was not reduced

actilviotsyses
attributable directly to the extraction
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Foreign Oil-Related Income M

This is defined in section 907 of the Internal Re-
venue Code as income from the extraction of minerals
from oil and gas wells, the processing of such mine-
rals Into their primary products, the transportation
of such minerals or primary products, the distribution
or sale of such minerals or primary products, or the
sale or exchange of assets used in these activities.
Foreign oil-related income included dividends, both
actually and constructively received, and interest
from a foreign corporation with respect to which taxes
were deemed paid. In addition, foreign oil-related
income included dividends from a domestic corporation
which are treated as being from without the United
States because less than 20 percent of the corpora-
tion's income was derived from sources within the
United States and the distributive share of the income
of partnerships.

Foreign Source Capital Gain Net Income 0)

This item is defined as the lower of capital gain
net income from sources without the United States or
capital gain net income. Capital gain net income is
the excess of the gains from sales or exchanges of
capital assets over the losses from such sales or ex-
Changes. The effect of so defining foreign sources
capital gain net income is to allow an increase in the
amount of tax credits available to offset the U.S. tax
liability only to the extent that the foreign source
capital gain net income is positive and less than
capital gain net income . If the foreign and net U

'S ,losses exceed the foreign gains, the foreign gains are
not taken into account for purposes of determining the
limitation.

Foreign Tax Credit Claimed

Foreign tax credit claimed was based on Code sec-

tions 901-907 and 960 and could only be applied by
U.S. corporations against their canbined normal tax

and surtax (or alternative tax). The credit was al-
lowed for Income, war profits, and excess profits taxes
paid, accrued, or deemed paid to foreign countries or

U.S. possessions (including Puerto Rico).
Whenever the foreign tax credit was taken, the al-

ternative option, a business deduction from gross in-

come for foreign taxes could not be taken in computing

taxable income. Also, a business deduction could not

be taken for excess taxes carried over from a year in

which the foreign tax credit was claimed.

A separate credit computation was required for each

of five types of foreign source income as appropriate.

These were Section 904(d) interest income, dividerds
from a DISC or former DISC, foreign oil related in-
cone, income from sources within a United States
possession and all other income from sources without
the U.S. Further explanation of these types of income
Is provided under specific headings.

Foreign taxes in excess of the limitation for any
one year could be carried back, chronologically to
the 2 preceding years and then carried over, chro~'Olo-

gically, to the 5 succeeding years, subject to the fo-

reign tax credit limitation of the years to which they

were carried. Any excess foreign taxes remaining at

the end of the carryover period could not be claimed.
The statistics, therefore, include available excess

foreign taxes carried over from the 5 preceding years.

However
,

because Statistics of Income is based on re-

turns as originally filed, the amount of excess foreign

taxes carried back from the 2 succeeding years for in-

clusion in a recomputed foreign tax credit for the year

shown is not available. Therefore, the statistics for

the credit for each year are necessarily incomplete.

Foreign Tax Credit Computed

This is the amount show on the Form 1118, "Cornpu-
tation of Foreign Tax Credit--Corporations," repro-
duced in Part III of this report. The statistics show
separately total foreign tax credit computed and the
separate foreign tax credit computed for each of the
five types of foreign source income for which a sepa-
rate credit is required to be computed. In some in-
stances, the total foreign tax credit computed was
greater than the foreign tax credit claimed on the
corporation income tax return (Forms 1120, 1120F,
112CL, and 1120M) which limited the credit claimed to
U.S. income tax before credits.

Form 2952

Form 2952, "Information Return with Respect to Con-
trolled Foreign Corporations,-' was required to be
filed for each foreign corporation controlled by a
U.S. shareholder. A U.S. shareholder Was considered
to control any foreign corporation in which mom than
50 percent of the total combined voting power of all
classes of stock entitled to vote, or mom than 50
percent of the total value of all shares of stock was
owned by the shareholder, directly or indirectly, for
30 or more consecutive days during the annual account-
ing period of such foreign corporation. The informa-
tion reported on Form 2952 covered the annual account-
ing period of the foreign corporation ending with or
within the U.S. shareholder's accounting period.

A U.S. shareholder was "deemed" to control a second-
or lower-tier foreign corporation if It controlled a
first-tier foreign corporation which, in turn, con-

trolled a second-tier foreign corporation, which, in

turn, controlled a third-tier foreign corporation, and

so forth down through the chain of control. For exam-
ple, If U.S. corporation A owned more than 50 percent

of the value of stock of foreign corporation B, which,

in turn, owned more than 50 percent of the value o
stock of foreign corporation C, and foreign corporation
C owned more than 50 percent of the value of stock of
foreign corporation D, then corporation A, the U.S.
corporation, directly controlled foreign corporation B,
and was deemed to control foreign corporations C and D,
and accordingly was required to file a Form 2952 for
each of corporations B, C, and D.

Foreiqnr Taxes

Foreign taxes for foreign tax credit purposes co-
sisted of (1) current year foreign taxes paid or ac-
crued, (2) current year foreign taxes deemed paid

,
and

(3) carryback or carryover of excess taxes from other
years. See the discussion of these terms and also
Creditable foreign taxes" in this section.

Foreign Taxes Deemed Paid (#)

When a U.S. corporation received a dividend from 8
foreign corporation in which it owned 10 percent or

more of the voting stock, it could claim a credit for
a proportionate amount of the foreign taxes paid by
the related foreign corporation on the profits out Of
which the dividends were paid. In addition, when a

U.S. corporation was required to include in its gross

income certain undistributed profits of a Controlled
Foreign Corporation (see "Includable Income of Con-

trolled Foreign Corporations-), it could also claim 8
credit for a proportionate amount of the foreign taxes

paid on these profits.
The Tax Reform Act of 1976 changed the treatment Of

these dividends in two ways. First, it did away with

the ownership and the number of tier differences be-

tween the two types of income. Second it did away

with the difference in treatment of dividends received

from developed and less-developed country corpora-

tions. (See Changes in the Law in the corporation for-

eign tax credit section of this report.)

Foreign Income and Taxes Reported an Corporation Returns
hen dividends were received either actually orconstructively by U-S. corporation from a related(or first-tier) foreign corporation, the U.S. Corpora-tion was deemed to have paid a Proportionate share ofthe foreign taxes Paid (or accrued) or deemed Paid bythe related

foreign corporation on the Profits out ofWhich the distributions were paid 'he related (orfirst-tier) foreign corporation was, In turn, deemedto have paid a proportionate share of the Omig,
taxes Paid or deemed f

paid by a second-tier foreigncorporation in Which the related foreignowned at least lo percent of the voting st
corporation

U-S- corporation had at
Ock, if the

voting stock interes least a 5 Percent indirectt in the second-tier foreign car-Poration. Also, if the second-tler foreign corpora-tion had at least a 10 Percent voting stock Interestin a third-tier foreign corporation and the U.S. cor-Poration had at least a 5 percent indirect votingstock interest in the third-tier foreign corporation,then the second-tie, foreign corporation was deemed tohave paid a proporti te share Of the foreign taxesPaid by the third-tieornaforeign corporation. The taxesOf fourth and lower-tier foreign corporations were noteligible for the credit for foreign taxes deemed Paid.The U.S.
corporation could, therefore

'
laim acredit for the foreign taxes of a related f.reicgn cor-Poration and of second- and third-tier foreign corpora-tions In the same chain of ownership, as if the U.S.corporation Itself had paid the foreign taxes.However, the credit for foreign taxes deemed Paid didnot apply until foreign dividends were Paid out of the

Profits Of the related foreign corporation to the U.S.corporation.
Code section 960 Provided special rules regardingthe credit for foreign taxes deemed Paid When unions.tributed Profits Of Controlled Foreignwere constructively received by a U.S.

Corporations
poth the second- and third-tier foreign corporat

caeurpe

treated as first-tier foreign corporations forUrposes of computing foreign taxes deemedcpariPdOrat(iToIneutation of the credit for taxes deemed paid forboth the first- and second-tIer foreign corporationswas made In Schedule C of Form 1118).
Consequently, constructive Income attributable tothe profits of the lower-tier foreign corporations didnot pass through the related (or first-tier) foreigncorporation as was the case when dividends were paidby lower-tier foreign corporations. Spec ial ruleswere Provided for the computation Of the foreign taxcredit in the year of actual receipt in the form ofdividends of the previously taxed Profits of Con-trolled Foreign Corporations (see "Credit-I imitationmethod").

To determine foreign taxes deemed paid the divi-derids paid first had to be attributed to a' particularYe8r's Profits. If the al 4v dends were from the profitsof more than 1 year, the texes deemed Paid had to becOmPuted separately 'for each Year. The results of eachseparate calculation were then aggregated to determinetotal foreign taxes deemed paid.In general, dividends Paid in the first 60 days ofthe year were deemed Paid from the profit
ceding Year. In all p s of the Pre-
Paid from the Profits ther cases dividends we deemed

mos
t recently earned The divi-dends Paid were attributed first to the extent of Prof-reIts Of the current year, and then to the profits ofeach Prior year to the extent that there were profits

I

n those years. For example, if a related foreign cor-Poration had prdfits of $1,000,000 in
1976 againstwhich $300,000 in ta~es were Paid, profits of $800,000In 1975 against Which $225,000 in taxes

were
Paid, andProfits Of $700,C)DO in 1974 against which 00taxes were Paid, profits $2 000 in

Years would amount to $700,
after taxes for the' three

"PectivelY
000, $575,000, and $500,000,,lamd in - If dividend., Of $1,200,000 were de-

I
t

1976 after the 60-day Period, they were first
I

tribute(I to the $700,1976, and then to $500,
00D Of Profits after taxes for000 of the Profits after taxes

1L_
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for 1975. Profits after taxes of $75,000 for 1975, and$500,000 for 1974 remained as amounts against whichfuture dividends C`Ouelld be attributed and for which a

lc9r7e5dityftohrefroerleattgendtfaxes deemed Paid could be claimed.

CSui1rc1eidns! weimvidends

were Paid out of the Profits forsecon6and athden

tlh917r5

the foreign taxes eligible ford and deamed paid for 1976 andoreign corporation Similar cal-based on the proflt~ and taxes of
dcerteedimtinweertehethfoosreeipgn

taxes deemed paid by first- and

d-tier foreign corporations to
second-tier foreign corporations, respectively.To determine foreign taxes deemed paid by the U.S.corporation on dividends received from a related (orfirst-tier) foreign corporation:

Dividends paid by re-
lated foreign cor-
poration to U.S.
C t

IonPro a a~ar rnv,~,OratOrM er axes
(from Which divi-
dends were paid)

X
Foreigh taxes paid on
profits before taxes
plus foreign taxes
deemed paid by re-
lated foreign cor-
poration

Foreign taxes deemed
paid by U.S. corpora-
tion on dividends
received from related
foreign corporation

The computations for lower-tier foreign corporationsare the same as for first-tier foreign corporationswith the exception that for third-tier foreigncorporations only foreign taxes paid or accrued areused since no tax deemed paid Is permitted forfourth-or loer-tier foreign corporations.
Schedule E, Form 1118 provided for the computationof foreign taxes deemed ;aid by a second-tier foreigncorporation an dividends received from a third-tierforeign corporation. The computation was similar tothat described above for Schedule C, which was usedfor the computation of foreign taxes deemed paid by arelated foreign corporation on dividends received froma second-tier foreign corporation.

Formeign Taxes Deemed Paid by Related Foreign Corpora--=z

These were the taxes deemed Paid by the fi, t-tierforeign
Corporation Of a U.S. Corporation (sees "For-eign taxes deemed Paid"). Code section 902 Prreolvaltdeeddthat the taxes deemed paid by such corporations Couldbe included In the computation of taxes deemed paid bysheonUd-St.iecOrPorat ion if the U.S. Corporation's

tflOo-nighnadcOrporation Owned at least 10 percent of ther foreign corporation and the U.S. corpora-at least a 5 percent indirect voting stockInterest in the second-tier foreign corporBtion.
Foreign Taxes Paid or Accrued by U.S. Corporations

Foreign taxes of the U.S. Corporation were incomewar profits, and excess Profits taxes Paid or accrue;to foreign countries or U S Possessions (includingPuerto Rico) and to thei'r 'Political
subdivisions.These taxes included (1) taxes withheld on dividends,interest, royalties and similar remittances. (2) taxespaid Or accrued on' profits of foreign branctes; and(3) qualifying amounts paid or accrued in lieu of aforeign income or profits tax. d
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Under Code section 901, the computation of a U.S.

corporation's foreign tax credit included foreign

taxes paid or accrued by the U.S. corporation if the

taxes mentioned above, met certain requirements (see

Creditable foreign taxes"). Under Code sections 902

and 960, taxes paid or accrued by a related foreign

corporation could be "creditable" as foreign taxes

deemed paid by the U.S. corporation, provided such

taxes otherwise qualified as creditable taxes. The

U.S. corporation had to receive a dividend from a re-

lated foreign corporation or a constructive distribu-

tion from a Controlled Foreigh Corporation before tak-

ing the credit for taxes deemed paid (see 'Toreign

taxes deemed paid"). Moreover, all of the taxes re-

ferred to above must actually have been paid, or nor-

mally have been accrued in a way that fixed the amount

of the tax and established the liability of the tax-

payer to pay it, before they qualified as creditable.

If later payment of the tax differed from the amount

of the tax formerly accrued, the foreign tax credit

had to be adjusted accordingly for the year the credit

was taken.

Foreign Taxes Paid on Accumulated Profits (#)

These are taxes paid on gains, profits and income

before any reduction for income
I

war profits or excess

profits taxes. Prior to the Tax Reform Act of 1976,

accumulated profits were defined differently depending

on whether they were from a developed or a

less-developed country corporation.

Forelon Taxes Paid on Gains, Profits and Income

These taxes consisted of income, war profits, and

excess profits taxes and taxes in lieu of an income

tax under Code section 903. (See 7oreign taxes paid

or accrued" and "Gain, profits and income").

Form 1118

The.Form 1118, "Computation of Foreign Tax Credit—

Corporations
'

" was required to be filed by any corPo-

ration claiming a credit for (1) income, war profits,

or excess profits tax paid or accrued during the tax-

able year to any foreign country or U.S. possession

(including Puerto Rico) and (2) foreign taxes deemed

pa
id under Code sections 902 and 960. A facsimile of

this form is provided in Part III. Taxpayers
some-times provided their own equivalent statements in lieu

of the prescribed form. The statistics from these

statements are included in the data for "Returns with

Form 1116 filed in support of foreign tax credit

claimed.-

Gains, Profits and Income

Gain, profits and income represented, in general,

(1) pre-tax earnings of a foreign corporation and (2)

pre-tax earnings of first- second- arid tKird-tier Con-

trolled Foreign Corporations from which distributions

were Constructively received
-

After reduction by for-

eign taxes, the result became the earnings and profits

out of
which dividends were distributed. The gains,

profits; and income shown in the statistics am those

associated with dividends actually or constructively

distributed in Income Year 1976; therefore, they in-

cluded profits earned In prior years.

Gains, profits and income were determined substan-

tially as if the corporation were a U.S. corporation.

Therefore, adjustments were necessary when the cc rpora-

tion's books were not maintained in accordance with

U.S. accounting principles.

For Domestic International Sales Corporations

(DISCS), gains, profits and income represented cpjali-

fied export receipts of the DISCS to the extent that

the dividends form the DISC were treated as income from

sources ithout the United States (See "Dividends Re-

ceived from DISCS").

Geographic Classificatiom Area or Country W

General

Corporations claiming a foreign tax credit were
required to report, on Form 1118, the foreign
countries and U.S. possessions (including Puerto Rico)
to which taxable income was attributed or to which
foreign taxes were paid, accrued or deemed paid. U.S.
corporstlons controlling foreign corporations were
required to report, on Form 2952 the foreign country
or U.S. possession (including Puerto Rico) under whose
laws the foreign corporation was incorporated and also
the country

0
f principal place of business.

The Drooping of the countries into areas and sub-
areas in the tables was based on the classification of
country designations used by the Department of Com-
merce in compiling U.S. foreign trade statistics.
There I,-; a separate category for the members of the
Organization of Petroleum Exporting Countries (OPEC) .
For 1976, the members of OPEC were:

Algeria
Ecuador
Gabon
Indonesia
Iran
Iraq
Kuwait

Libya
Nigeria
Qatar
Saudi Arabia
United Arab Emirates
Venezuela

Foreign Tax Credit

The various components of taxable income from for-

eign Sources were attributed to specific foreign cour-

tries in accordance with the
"sou

rce of income" rules

in Code sections 861-864 which are summarized below.

Although there were tax treaties with various COUn_

tries, the source rules in most treaties were generally

similar to those found in the Code.

It should be noted that while mos t dividend income

which the U.S. corporation, received from a related

foreign corporation, and the foreign taxes paid or

deemed paid on this income, was derived from the

coundy in which the related foreign corporation was

incorporated, the foreign corporation may have

conducted business in other countries as well. In

certain instances, the principal place of business of

the foreign Corporation was "outside the country of

incorporation and, when this was shown an the Form

1118, the dividends and related taxes were attributed

to the country of principal place of business rather

than to the country of incorporation. In addition,

both "Dividends paid to related foreign corporations

by second-tier foreign corporations- and 'Dividends

paid to second-tier foreign corporations by thier-tier

foreign corporations- were classified by the related

foreign corporation's country of incorporation, even

though these lower-tier foreign corporations may have

been incorpo rated In countries different from that of

the related foreign corporation. (For further discus-

Sion of this, see "Country classification.")

Controlled Foreign Corporations

The mipal place of business waS frequently Out-

side the country of incorporation for businesses ircOl
pril

porated in
..
tax haven" countries, i.e., countries with

low or no income taxes, as well as in countries
with

relatively low or no taxes an income from sources out-

Foreign Income and Taxes Reported on Corporation Returns

Component of taxable income

Branch profits ........... ......... __

Dividend income .......................

Rental imoe

Royalty income ............ ......

Interest

Income from Dale of real property .....

Compensation for labor Or personal
services,

Origin of income
I Attribution of income rule

381

(a) Purchase and resale of personal
property.

(b) Prsduction and sale of personal
property except natural deposits
when sale took place outside
COurtrY of production.

Ex,trectio. and sale of natural
deposits.

Ownership of stock of a foreign
corporation.

Rental of real and personal property.

Patents, copyrights. or licensen .....

Interest-bearing obligatio ............

Sale of real property ...... ..........

Personal service .....................

side the country of Incorporation. Controlled For-eign Corporations incorporated In such countries oftenalso had subsidiaries Incorporated in a differentcountry.
For the statistics in this report, If no one princi-Pal Place (country) of business could be determinedfor a particular foreign corporation because the Form2952 showed countries In more than one geographic area(e.g., Latin America, Europe, Asia), a special cate-

gory, "Multiple area activity" was added.
Foreign corporations which were engaged in high-seasoperations such as worldwide tafter operations andmarine transportation Showed high-seas operations astheir Pri ncipal place (country) Of business on Form2952. A special category, "High seas activity,,- wasadded or these Foreign corporations.

Gross Income from Performance -

t

This income was gross income received, other than
eherhonughala

fmoarnealggenriablranche,rpgiforerthe, Performtanceioof

scientific, or similar operations.

Gross Rents Ro alties a- 14 ----- I--- (#)

These were the gross mounts received by the U.S.
corporation for the use or occupancy of property, forthe use of Property rights and from the licensing ofProcesses and Procedures.

Gross-up

See "Foreign dividend income resulting from foreigntaxes deemed paid.--

Inactive Corporations

Inactive U.S. corporation returns were defined asthose showing no item of income or deduction. Returns

Ccuntry in which property as Sold.

part to country -f Production and
art tO COUntry ill which property

was sold.

Generally to the country in which
extraction took place.

Country in which the foreign eorpo-
ration was incorporated.

COUntr,Y of location )f real and
personal property.

Country where patents -pyight.,
-1 Privileges we'. used.

Country Of residence of the Payer.

Country of location of real
property.

CO=tr.v where service,, were
performed.

were filed by Inactive U.S. corporations In eccoraoinc-ewith the regulation that a U.S. corporation
atenrceudruringReatnuyrnPsOrotfioinaocftievetaUxaSblecoyearrahtaidontso

weilmeexcluded from the statistics In thiS report.

l

However, the tables include both active and In..-ive Controlled Foreign Corporations. Almost 4,600nactive Controlled Foreign Corporations were Includedin the,.statistics in this report. An Inactive Con-trolled Foreign Corporation was defii ed for thestatistics as one which reported ne ther current
earnings and P

0
fits (or a deficit in current earningsand profits) nor foreign income taxes paid and showedonly those transactions which were Indicative ofpassive investment activity rather than business

activity.
Transactions regarded as indicative ofpassive investment activity were dividends paid, andamounts borrowed or loaned.

Includable income of Controlled Foraj n CoroarAfin-

Under the Internal Revenue Code, U.S. stockholders
of foreign corporations were generally not taxed onthe profits of a foreign corporation until those prof-
its were repatriated in the form Of dividends. Themajor exception to this general rule was Provided in
"Subpart F--Controlled Foreign Corporations," of the
Code, specifically sections 951-964. Code section 951Provided that U.S. stockholders include in their gross
income certain undistributed profits of foreign corpo-rations controlled by U.S. stockholders ("ControlledForeign Corporations"). For this Purpose, 8 corpors-
otrioncownasstrcontsiivdeelryedbyconUt.rSolledeirfomnosre than 50 percent

cofirpotrsatioctniing

stochkofwawshiQcwhneod~deidreacttllyeeo

str lindperaccetnlyt
(which included

of such voting stock. However, for purposes of deter-
mining whether earnings from insurance of U.S. riskswas taxable to the U.S. stockholders, a foreign car-
Poration was also considered to be a Controlled For-
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eign Corporation if more than 25 percent of its voting
stock was owned by U.S. stockholders and if gross pre-
miums from insurance of U.S. risks exceeded 75 percent
of gross premiums on all risks.

Includable income of Controlled Foreign Corporations

consisted of:
(1) Subpart F income;

(2) any previously excluded Subpart F income 01iCh

had been withdrawn from investment in qualified assets

in economically less developed countries;
(3) any increase In Controlled Foreign Corporation

earnings invested in U.S. property; and
(4) any previously excluded Subpart F income

withdrawn from Export Trade Corporation Assets.

Subpart F income which was defined in Code section

952, Included the suin of:
(1) income attributable to premiums from insurance

of U.S. risks received by foreign insurance companies

that were Controlled Foreign Corporations, and
(2) "foreign base company income" which included,

(a) "foreign personal holding company income"

(in contrast to business operating income, this was

"passive- Investment income, Including Int:restl

dividends, rents, and royalties, but with c rtain

exceptions);
(b) "foreign base company sales income,, (gen-

erally from sales of property produced in the United

States or a foreign country by a manufacturer and sold

through a related distributor organized in another

country, which had lower tax rates, for use outside

that country); and
(c) "foreign base company services income" (in

general, income from services performed or furnished

for a related "person" (whi ch included corporations)

outside the country of incorporation of the Controlled

Foreign Corporation).
If the gross "foreign base company income" was less

than 10 percent of the Controlled Foreign Corpora-

tion's gross income, it was not taken into account.

If such Income was over 70 percent of the gross

income, the Controlled Foreign Corporation's entire

gross income (less specified exclusions and allowable
deductions) was treated as "foreign base company

income." If the percentage was between 10 and 70
,only "foreign base company income" was taken Into

account.
In addition, "foreign base company Income" did not

include any item of Income the Controlled Foreign Cor-

poration received if it could be shown, with respect to

such income, that the creation or organization of the

Controlled Foreign Corporation did not have the effect
of substantially reducing income or similar taxes.

Code section 956 provided for taxation to U.S.

stockholders of any increase in earnings of Controlled

Foreign Corporations invested in U.S. property. For

this purpose, U.S. property generally included: tan-

gible real property, such as buildings, or personal

property, such as machinery or equipment if located in

the United States; stock of
a

U.S. corporation; an ob-

ligation of a U.S. "person
"

incl ding other corpora-

tions or businesses; and a4 rightuto the use of intan-

gible property, such as patents, copyrights, inven-

tions, models, designs, whether or not patented, or

secret formulas or processes acquired or developed by
the Controlled Foreign Corporation for use in the
United States.

Another relief provision, provided by Subpart G of
the Code (sections 970-971), enabled the taxpayer to
reduce Subpart F income on the basis of certain sales
of U.S. exports of Controlled Foreign corporations
qualifying as "Export Trade Corporations." However,
as a result of the Revenue Act of 1971, which estab-
lished the Domestic International Sales Corporation
(DISC), no Controlled Foreign Corporation could qial-

IfY as an Export Trade Corporation for any taxable

year beginning after October 31, 1971, unless it

qualified for a taxable year beginning before this
date. If a corporation failed to qualify as an Export
Trade Corporation for a period of any 3 consecutive
taxable years beginning after October 31, 1971, it

could not qualify for any taxable year beginning after

such period.
Code section 960 provided rules regarding the credit

for foreign taxes deemed paid on Includable income of
Controlled Foreign Corporations (see "Foreign taxes
deemed paid").

Income From Sources Within U.S. Possessions W

Because the Tax Reduction Act of 1975 and the Tax

Reform Act of 1976 deny choice in the method of
computing the foreign tax credit, a relief provision
was included for taxpayers who had made substantial
investments of capital in Puerto Rico and other U.S.
possessions under the assumption that their foreign
tax credit could be computed under the per-country
limitation. Under this provision taxpayers who
qualified could continue to use the per-country
limitation to compute their foreign tax credit with
respect to income and taxes from Puerto Rico and U.S.
possessions for all taxable years beginning before
January 1, 1979.

Income Subject to U.S. Tax

The Code provided several tax bases for different

types of corporations. For purposes of this report,
they included the "taxable incomell base, defined by

Code section 63, used by the majority of corporations
and to which the regular normal tax and surtax rate.,

applied; a variation of this base in combination with

long-term capital gain when the lower capital gains

rate was applicable; and the several tax bases applic-
able to insurance companies. All of these tax bases

are included under this heading.
For most corporations, income subject to U.S. tax

consisted of net income less certain additional deduc-
tions, described below as statutory special deductions,

and was equal to the "taxable income- mentioned above.

There were exceptions to this general rule because
income subject to U.S tax for some corporations, e.g.,
life insurance companies, was not derived from the
amounts shown as net income.

Statutory special deductions included the deductions

taken for: (1) "net operating losses- of prior years,

(2) intercorporate dividends received, and (3) divi-

dends paid an certain preferred stock of public util-

ities. Also included was (4) the special deduction
allowed Western Hemisphere Trade Corporations under

Code section 922. (These deductions were in addition
to the ordinary and necessary business deductions al-

lowed by the Code, and Were, therefore, treated for the

statistics as deductions from net income.)
The Western Hemisphere Trade Corporation deduction

is the only statutory special deduction shown in this

report (see "Western Hemisphere Trade Corporation

deduction").

Industrial Classification

Industrial divisions and groups were used as a basis
for classifying tax return data according to the prin

cipal business activity of the corporation. Returns

were classified in the industry which accounted for the

largest portion of total receipts even though the ro-

turn my have been for a company engaged in many busi-
ness activities or may have been a consolidated return

filed for an affiliated group of corporations.
Year-to-year changes in the classification of sPe

cific corporations could have resulted frofn mergers
and other changes in organization or from filing Con-
solicated returns, as well as from a change in the

principal source of total receipts.

Foreign Income and Taxes Reported on Corporation Return.
The industries used In the report generally Confowith the Ent~~i Industrial Classificationauthorized by the of

-
t - - -- 11d- Cal UqJiCYand Standards, Depart;;n - of Commerce. Th a tureOf the classification follows closely alo t linesof the Standard Indus_., rication, w ch wasdesigned as a mans of class fyi separate establish-ments rather than the

comments were a part.
panies Ot which the establis

As in Prior years, so departuresfrom the
C
lassIfIcation system were mademefor Statis-tics of income for the fin nce I

P-- dii,
a , tustries in o-rd-e-r-TO

-a.
f h-

Interest (#)

This amount includes gross receipts Onnot
a',

mortgages, bonds, bank deposits
c loans

bonds. and c rporate

Interest 'aid by U.S. Corporations

These amounts were deductible as ordinary and neces-sarY business expenses and Included interest paid bycorporations on business indebtedness. Included Inthe statistics were amounts of Interest Paid on in-stallment Purchases if they were stated in the con-tract, as well as certain unstated amounts Linder Codesection 483. For banking and savings institutions theamounts also included interest paid on deposits andwithdrawable shares

Interest Rtceived by U,S.
Cc

orations On Other Than

This interest consisted of amounts received onloan$, notes, mortgages, bonds, bank deposits, andcorporate bonds less amortizable bond
premium

. Forinstallment sales, interest received included amountsstated in the contract and certain unstated mounts ofinterest as provid d II a n Code section 483.

Received (or Paid) by Controlled Forei
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the investment credit -as limited to 525,000 plus 50arrant of the excess over $25,000. Certain limits-Ptions were applicable to special classes or kinds ofcorporations and for used Property. Amounts in excessOf these limitations could be carried to other yearsto be claimed as a credit.

In general, tax reforms in 1975 and 1976 increasedthe rate of the investment credit before limitationsto 10 percent for all taxpayers (including certainPublic utilties) through 1980, and the limitation anthe investment credit was increased to $100,000. TheReduction Act Of 1975 raised this temporary in-crease to 11 percent for corporations that contributedI Percent of their qualified investment to an "employeestock ownership plan'-.

Net Income (or Deficit)

This was the difference between gross taxable re-ceipts and the ordinary and necessary business deduc-tiOns allowed by the Code. Gross taxable receipts in-cluded, not only actual receipts but also certain"constructive" receipts (see "Includ'able Income of Con-trolled Foreign Corporations" and "Foreign DividendIncome Resulting From Foreign Taxes Deemed Paid-).The statistics for net income are generally largerthan the amounts shown for income subject to U.S. tax.The principal reason for this is that certain statu-tory special (nonbusiness) deductions (mentioned under"Income Subject to U.S. Tax") from net income were

F01r-

lowed most corporations in Computing their income sub-ject to U.S. tax. Also, the net Income Of Small Busj_wess Corporations is included in the statistics
innet tihnecomse while only certain long-term capital' ga nshich were taxable to these corporations are includedtatistics for income subject to U.S tax.Also, the net income statistics include amounts forDISC' ; these corporations were not taxable. More-over, the net income of life and mutual nonlife Insur-ance companies was not related to income subject toU.S. tax in the sme manner that it was, for mostcorporations.n

Interest received or Paid was reported on Form 2952as a transaction with five different categories of re-lated Persons (see "Related Persons of Controlled For-eign COrPoration0). These transactions representedthe charge for provision Of working capital needs Inltohaenscase Of. short-term loans or the return on an investment Of loaned capital in the case of long-term

Investment Credit (#)

Investment credit was the reduction, after
1
imita-tions, of income tax allowed U.S. corporations basedon their investment in certain depreciatil property(chiefly machinery and equipment) with a u:aful lifeof a least 3 years and, for the most part, used withinthe United St t

or a disposed
. Such Property could not

tto the end
Of or cease

tic
ebse qualifying property pri

0
OF the useful life used as the basis for the credittherwise the credit II a ready taken had to be repaj~as an additional tax for the Year in which the dispo-sition occurred.

In general, the investment credit before limita-tiOns was equal to 7 Percent of "qualified Investment-(4 Percent in the case of "Public utility property-),an amount derived from the cost of the prodesigned to give weight to investments in lon'g'er'-li'~"dassets. The credit claimed could equal the U.S. incometax available for Investment credit, J*e*, income tax(excluding tax from recomputing prior year inve tmentand work incentive (WIN) credits and additionsfor tax Preferences) less
fo

elreign tax credit. Howsvet~r~x

Ordinar Income or LOSS from Partnershi S W

This is income or loss from a limited partnership,syndicate, group, Pool, Joint venture or other unincor-Porated organization through or by means of which anybusiness financed operation or venture was carried on,and which was not specifically classified by the IRCode as a corporation, trust, estate or a sole propri-etorship.

Other Gross Incme (#)

telyThis

includes -11 other gross income from foreign

in Schedule A Form 1118, except gross Income
OS603urCcteeSriwvh

eidChpawratslynoftrorneCKsiolurrecdestowithoruepotrhteed separa-
from branches and gross income defined under section

U.S. andpartly from sources within the U .5. This Income waaderived from corporate sales, commissions and foreignxchange operations.

Received hv r---
LOns

Insurance premiums received were reported on Farm2-952 as a transaction with five different categoriesOf related persons (see "Related Persons Of ControlledForeign Corporations"). They were the amortized costsOf a contract to reimburse the beneficiary in theevent of a business loss.

Ll
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Purchases of Tangible Pr02erty by Controlled Foreign

~rporstlons

The purchases of tangible property (other than

stock in trade) -ere reported on Form 2952 as a

transaction with four different categories of related
persons (see "Related Persons

0
f Controlled Foreign

Corporations"). They involved
the

transfer of fixed
assets or other personal property from the U.S. parent

corporation and other related U.S. entities to the

Controlled Foreign Corporation
.

Transactions between

foreign subsidiaries were not reported on Form 2952.

Ratable Part of Deductions not Definitely Allocable W

These are deductions which could not be definitely

allocate to some item or class of gross income. Sec-

tion 862(b) of the code provides that a ratable part

of such expenses can be deducted from gross income

from sources without the U.S. The types of deductions

which are most often included in this category are in-

terest expenses, research and development expenses and

stewardship or general and administrative expenses.

Related Foreign Corporations

See -Dividends paid by related foreign corpora-

tions."

Related Persons of Controlled Foreign Corporations

Five categories of related persons of Controlled

Foreign Corporations were shown on the Form 2952.

Transactions between Controlled Foreign Corporations

and these five categories of related persons are

included in the tables in this report. They are the

U.S. person (a corporation for purposes of this report)

filing the return; any domestic corporation controlled

by the U.S. person (i.e., the U.S. parent corporation)

filing the return; any foreign corporation controlled

by the U.S. person filing the return; 10-percent-or-

more U.S.
s

hareholders of the Controlled Foreign

Corporation (other than the controlling shareholder);

and 10-percent-or-more U.S. shareholders of the U.S.

corporation filing the return. Form 2952 excluded

transactions with foreign shareholders (other than

foreign corporations controlled by the U.S. person

filing the return) of the Controlled Foreign Corpora-

tion.

Rents and Royalties Received (or -Paid) by Controlled

Foreign Co orations

. Rents and royalties received or paid were reported

on Form 2952 as a transaction with five different cate-

gories of related persons (see -Related Persons of Con-

trolled Foreign CMorations"). Rents were comprised
of compensation for the use of land, buildings, equip-

ment and other personal property.
Royalty receipts or payments generally represented

compensation for the use of property based on an

agreed portion of the income arising from such prop-

erties as copyrights, patents, and trademarks
;~

and

from natural resources such as timber, mineral mines,

and oil wells.

Rents Received by U.S. Corporations

Rents were the gross amounts received for the use

or occupancy of property. Depreciation
' rep

airs

interest paid, taxes, and other expenses which we;~

related to rents were not deducted directly from the

rental income, but were reported among the various
itemized business deductions from total receipts. For

manufacturi,5, public utility, and service corpora-
tions which requently leased, rather than sold, their

products, the rental income so derived was included in

Business Receipts."

Returns with Foreign Tax Credit

Returns with foreign tax credit are the returns of
U.S. corporations which showed a tax credit for taxes

paid, accrued, or deemed paid to foreign countries or
U.S. possessions (including Puerto Rico) and to their

political
subdivisions. Summary statistics on the

worldwide operations of corporations which claimed a

foreign tax Credit are provided for all corporations

in the Statistics of Income sample. Summary statis-

tics of the worldwide as well as the foreign opera-
tions are also provided for all corporations in the

sample which filed a Form 1118 in support of their

foreign tax credit. Detail on country operations is

provided only for returns with total assets of $250

million or more which filed a Form 1118 in support of

their foreign tax credit.

Royalties Received by U.S. Corporations

Royalties, reported on Farm 2952, were payments

received, generally on an agreed percentage basis, for
the use of property rights. Included were amounts

received from such properties as copyrights, patents,

and trademarks; and from natural resources such as

timber, mineral mines, and oil wells. The amount

reported was the gross amount received. Expenses

relating to royalties, depletion or taxes, for

example, were not deducted directly from the income
I

but were reported among the various itemized business
deductions from total gross income.

Excluded
from

the statistics were certain royalties

received under a lease agreement on timber, coal de-

posits, and domestic iron ore deposits, which were al-

lowed special tax treatment. Under elective provisions

of Code section 631, the net gain or loss an such roy-

alties was included in the computation of net gain or

loss on sales or exchanges of cart ain business property

under section 1231. If the overall result of this com-

putation was a net gain, it was eligible for treatment

as a long-term capital gain, taxable at the more

favorable capital gains rate. If the overall result

was a net
loss,

it was fully deductible in the current

year as an ordinary noncapital loss.

§21E 15~r
Purchases) of Property Rights by Controlled

I.i I.; C-4orations

Sales or purchases of property rights were reported

on Form 2952 as a transaction with five different cate-

gories OT related persons (see "Related Persons of Con-

trolled Foreign Corporations"). They involved the sale

or purchase of rights to patents, trademarks, secret

formulas, goodwill, copyrights, and similar intangible

property.
Unlike the sale or purchase of -stock in trade in the

ordinary course of business, the sale or purchase of

property rights between the Controlled Foreign Corpora-

tion and another foreign subsidiary was reported.

Sales (or puMhas s of Stock in Trade by Controlle7 )
To-reignCorpora i*s

Sales or purchases of stock in trade (except in the

ordinary course of business where neither party to the

transaction was a U.S. person) were reported on For"

2952 as a transaction with five, different categories

of related persons (see ~Related Persons of Controlled

Foreign corporations"). This item primarily covered

the sales and purchases of merchandise in the ordinary

course of a trade or business. License fees for dis-

tribution f personal property could also be included

C
pur-

In this item. Transactions involving sales or

chases of stock in trade in the ordinary course Of

business between foreign subsidiaries were not in-

cluded in the data.

Taxable Income A 3ortioned to Sources Without the U.SUnder Section 863 b #

Section 863 of the I R C41 end the regulationswhich amplify It Provides for an allocation Of incomePartially earned within the U.S, and pwithin a foreign co Partially earneduntry or U.S. Possession. In gen-eral the income covered by this
Section

is generatedeither by Production within the United States andsales abroad or vice ver a, or by transportation,telegraph or cable services.s
The regulations Provide that the apportionment beComputed by first computing taxable income. This isaCCOMPliShed by reducing gross

income y ro
erlyapportioned expenses, losses and Other bdedpctp OnsThe taxable income thus obtained is then divided inhalf. The U.S. portion Of one-half is Obtained bymwhilthiPlYsingtvathe half by a fraction, the numerator ofvalue of the taxpayer's property withinthe United States and the denominator of which Is thesum of the value of the taxpayer's Property in theUnited States and the foreign country. The U.S. por-tion of the remaining half is determined by multi-Plying it by a fracti

.
on, the numerator of which I.,gross Sales within the U.S. and the denominator ofwhich is the sun of gross sa les within the U.S. andthe foreign country

ncome or Loss from Forai,
taut The~~n

, Branches from

This is income, after deductions, received from anunincorporated foreign operating unit
of a

corporationfiling a U.S. return

Taxable Income (Or Loss) from Forei

Foreign income and Taxes Reported on Corporation Returns

n-Sources
Taxable income from foreign sources was, in gen-eral, defined the same wlanYcoas

conrcrpmua
sub act to U.S.tax- It was the t-x.ble iad under Subchap-ters, 13thef

athleacabliee' dewdhuiccthiosnPsecuisfeidedtothedetgerromsisneimsuocmhetaxable income with two important exceptions: (1) al-locable deductions did not include income, war profitsand excess profits taxes; imposed by foreign countriesOr U.S. Possessions (including Puerto Rico) and theirPolitical subdivisions and (2) gross income includedonly thet income derived from sources out
s
ide theUnited States as defined under Code sections 861-864.sestern Hemisphere Trade Corporations were allowed aPecial deduction under Code section 922 in computingtheir taxable income.

U.S. corporations received most Of their taxableforeign income from two foreign organizational struc-tures: (1) a branch in a foreign country and (2) aforeign corporation in which the U.S. corporation ownedstock. In the first instance the major component oftaxable Income was usually branch profits while in theletter the major component was dividends distributedby the foreign corporations.Taxable Income from foreign sources also includedrentals, royalties, license fees, interest, gains fromthe sales of real property, and compensation for laboror services performed. Interest for which a separateforeign tax credit was computed was included in totaltaxable income from foreign sources and is discussedunder that heading In this section. Al
so

, dividendsdeemed or actually received by U.S. corporations fromDISC-s were treated as foreign source income to theextent they were attributable to certain export re-ceiPts and were Included in total taxable income fromforeign sources.
Also included was income considered

construct'vel!
received, i.e., certain undistributed profits .1 Controlled Foreign Corporations (see -Includable incomeOf Controlled Foreign Corporations") and taxes deemedPaid with respect to such Income and to di vidends re-Calved from

related foreign corporations.

Code section 862 Provided for determining

as,

"taxable
Iducting From gross foreign source Income the r"expens

385

allcomatefdromhSe0ruertces

wl(tSheoeutlliehoe

United States," by de-
Osses, and other deductions Properly appo tioned orcle

graphic sification:area or country" for a discussion of the 'source ofincome" rules In Code sections 861-864, which servedas the be s
is for attributing foreign source income tospecific countries.)

The relationship between taxable income from for-eign sources and corporations- net income for U.S. taxpurposes is discussed under "Differences in incomeconcepts."
If foreign source losses were reported by a tax-payer, they were included In the statistics. However

'
there was no way to determine how complete these losseswere. The effect of the losses was to reduce bothforeign source and worldwide taxable Income. Theresult was a reduction not only In the amount offoreign tax credit but also in the total tax liabil-Ity of the co;oration (see -Credit-LimitationMethod").

In rare instances, taxpayers reported a foreign lossassociated with an amount of foreign taxes. This re-flected differences between U.S. and foreign defini-tions of income and loss. It also reflected situationswhereby a corpora tion had more than one operation in agiven foreign country, one with Income and taxes andthe other with a loss. When the operations were com-bined the result appeared as if the taxes were assocl-a ted with a loss.

Taxes Deemed Paid

See "Foreign Taxes Deemed Paid."
Taxes Paid or Accrued

Sea "Foreign Taxes Paid or Accrued.-'

Taxes Paid on Gains, Profits and Income

See ,"Foreign Taxes Paid on Gains,Income. Profits and

Taxes Paid on Accunulated Profits

See "Foreign Taxes Paid On Accumulated Profits.,,
Total Assets

Total assets were those reported in the

accdL-F0nu1-yte!dr

balance sheet in the Corporation's books of account.Total assets were net after reduction by

p

depreciation, amortization, and depletion and by theallowance for bad debts. When these reserves were re-orted as liabilities, they were treated as reductionsfrom the asset accounts to which they were related andtotal assets were adjusted accordingly.
Asset estimates for the few returns of corporationsthat failed to Provide balance sheet Information wereobtained from other schedules on the return form; fromreference books; and from the relationships between in-come statement and balance sheet items an similar re-turns which had both statements and which were classi-fied In the same industrial group.

Total Assets of Controlled
rporstions

Data on total assets were obtained from the end-of-year balance sheets required to be filed with the Form2952. The total assets of Controlled Foreign Corpo-rations were net after the reduction for thee reservesdiscussed above for total assets. Likewise, when thereserves were reported as liabilities, they weresubtracted from the total assets figure reportedIn some instances, balance sheets were not filed or
the U

S. corporation filed a consolidated balance sheetfor all or some of its Controlled Foreign Corporations
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without providing enough information to obtain the

total assets separately for each of the foreign corpo-

rations. Where the total assets figures were not ob-

tained as a result of the field follow-up, no attempt

was made to estimate the foreign corporation's total

assets as was done for U.S. corporations (see "Zero

Assets of Controlled Foreign Corpoiations").

Total Deductions of U.S. Corporations

As derived for the statistics, total deductions

comprised (1) the ordinary and necessary business de-

ductions from gross income, (2) the cost of sales and
operations, and (3) net loss from sales of noncepital
assets.

Total Receipts of U.S. Corporations

This computed amount was derived for the statistics

as follows:
Included Items--M Gross taxable receipts (before

deduction of cost of sales and operations and net

losses from sales of noncapital assets), and (2) Non-

taxable interest received from State and local Govern-
ment obligations.

Excluded items--(l) Other nontaxable income recog-
nized by the corporation and (2) Certain taxable in-
come from related foreign corporations only construc-
tively received.

Transactions of Controlled Foreign Corporations

Transactions of Controlled Foreign Corporations

with five categories of related persons were reported
in item 12, lines a-r, of Form 2952. The transactions
included commissions, rents, royalties, dividends, and
interest received from, or paid to, related persons of
the Controlled Foreign Corporation. Also included were
amounts borrowed or loaned; Compensation received or
paid for the rendition of technical, managerial, engi-
nearing, construction, scientific or similar services;
sales or purchases of stock in trade (except in the
ordinary course of business where neither party to the
transaction was a U.S. person); and sales or purchases
of property rights, such as patents, trademarks, or
secret formulas. (Each of these transactions is
described under a separate heading in this section.)

Premiums received from related persons for insur-
arce or reinsurance did not have a corresponding
payment-to-relatLd-persons transaction and purchases
of tangible property other then stock in trade (except
where neither party to the transaction was a U.S.

person) did not have a corresponding sales-to-related-
persons transaction. Finally, some foreign corpora-
tions reported transactions which did not fall into
these categories or which were not clearly labelled.
All such transactions were grouped into receipts and
payments "Not allocable.11 However, the -Not alloca-
ble" category accounted for a negligible amount of

both total receipts and total payments.
The total transactions reported on the Form 2952

could not be used for balance of payments purposes be-
c use not all transactions were covered and also be-
c:use they were limited to those between the Control-
led Foreign Corporation and the five specific cate-
gories of related persons reported on Form 2952.
Consequently, they did not represent the total fl

Ow
of

funds between U.S. entities and foreign corporations.
.8

It should also be noted that a U.S. corp03. tion

reporting transactions of a Controlled Foreign Corpora-

tion with a U.S. subsidiary included in
its col Oli-dated return, may have reported the transactions on the

Form 2952 In either the column "U.S. corporation filing

the return" or "Any domestic corporation controlled by

the U.S. corporation filing return." However, in
most

instances, all transactions of an affiliated group
filing a consolidated return were considered to be
with the U.S. parent corporation and were reported in
this manner on the Form 2952.

For these statistics, if the taxpayer reported a

negative amount for a transaction (other than insur-
ance premiums received and purchases of tangible
property), the negative amount was made positive and
placed in the corresponding receipt or payment trans-
action. For example, a negative amount reported in
rents and royalties received was made positive and
placed in rents and royalties paid. If a negative
amount was reported in one of those excluded trans-
actions mentioned above, it was made positive and
placed in receipt or payment not allocable. There was
no cleai explanation for a taxpayer's reporting a
negative transaction, but to simplify processing the
switch was made.

U.S. Income Tax Before Credits

U.S. income tax before credits was the gross amount

of income tax liability before reduction of the

foreign tax, investment, and Work Incentive (WIN)

credits.
The basic income tax for most corporations con-

sisted of:
(1) a normal tax of 20-percent on the first $25,000

of taxable income and a tax rate of 22-percent on the

next $25,000 of taxable income and a 48-percent rate

on t t portion of income In excess of E50,000.
Main lieu of the normal tax and Surtax on total

taxable income, an alternative tax was allowed, whereby

the excess of net long-term capital gain over net

short-term capital loss was taxed at the capital gains

rate while the balance of income was taxed at the nor-

mal tax and surtax rates. This method.of computing in-
come tax was not available to regulated Investment com~

panies and real estate investment trusts. The altern-

ative capital gains rate was 30 percent in most cases.

Under certain conditions, though, it was 25 percent.

In addition to the preceding, the statistics for

income tax also include:
(1) an additional tax for tax preferences as de-

fined in Code section 56 ("minimum tax"),
. (2) the tax from recomputing a prior-year invest-

ment credit,
(3) the tax from recomputing a prior-year work

incentive (WIN) credit, and
(4) the 30 percent tax on undistributed net long-

term capital gain (reduced by net short-term capital

loss), and the normal tax and surtax an the balance of

undistributed income of regulated investment companies

and real estate investment trusts.
Statistics for income tax do not reflect the Per-

sonal Holding Company tax, nor do they reflect any ad-

justments to the tax liability such as those resulting

from:
(1) recomputation of 1976 taxable income to reflect

the carryback of net operating losses and certain

capital losses for future years,

(2) reduction of income tax by work incentive

(WIN), investment, and foreign tax credits recomputed

to take account of the carryback of unused investment

and WIN credits and foreign taxes of certain future

years,
(3) audit examinations and other enforcement

activities, and
(4) uncollectible taxes.

The statistics, therefore, differ somewhat from th~

actual income tax collections and the final income tax

liability of corporations for Income Year 1976.

2tstern Hamis

Foreign Income and Taxes Reported on Corporation Rotuma
oration Deduction (#)
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against tax liability that had first been reduced byforeign tax and investment credits. Tax which couldbe reduced by the credit did not include tax fromrecomputing a Prior

Year investment Credit, tax fromrecomputing a Prior Year WIN credit, additional taxfor tax Preferences, Personal Holding Company tax,the special Capital gains tax on Small Business Corp
or

rations. When applied against tax,
0-

limited the WIN credit Was
exceed i50

In generalothfOr 8 given year it Could not$
,
000 Plus 50 percent of tax

afteFru,rtaheyr,WI1N`

ct]~EdIWIN Program Participant was Invol-er than because of a lack of
be5fcorceoothe close of the 90th day of empIoiynmenetxcetshsere0-f
cuinptaenrtilyhadtetrominbaeterdecaptured.

The recapture resulted

taken for that particular partl-
Jbusainneiscriduarsiengn the employer's Income tax liability,for the year of thtehtefr'mriSntati900n,d8bYyS tOhfe

eeimmpulnOtymentthoer

disallowed WIN credit
Unused WIN credit

'
the amount in excess of the limi-t:tion based on the size or presence of tax

'
could beC rried to other years to be claimed as a credit.

Zero Assets of Controlled Foreign Corporations
Controlled Foreign Corporations with zero assetscomprised: (1) liquidating or dissolving foreigncorporations which had disposed of all assets; (2)merging foreign corporations whose assets and liabili-ties were reported in the financial statements of theacquiring corporations; and (3) foreign corporationswith assets not reported. This last category includedforeign corporations whose Forms 2952 showed zeroassets but provided no indication of liquidation ormerger as well as foreign corporations for which bal-ance sheet date were not provided (see "Total Assetsof Controlled Foreign Corporations").

This special deduction was allowed certain domes-tic corporations which qualified under section 921 ofthe Code. These Companies conducted their businessoutside the United States but within the Western Hemi-sphere. Because this deduction was in addition to thordinary and neces
so

ry business deductions allowedunder the Code, it is not reflected in net income andInstead, is treated for the statistics as a deductionfrom net income in arriving at
subject to U.S. tax

-

the tax base, Income
For 1976, the Western Hemisphere Trade Corporationdeduction was 22.9 Percent of net income after reduc-tion by the other statutory special deductions allowedmost corporations in computing their Income Subject toU-S- tax. These other special deductions were for.-"net operating losses" of Prior years, intercOrPoratedividends received, and udividends Paid on certainPreferred stock of Public

tilit
ies.

Work Incentive Credit

This credit was intended to expand Job opportuni-ties for Persons participating in the Federal work In-centive (WIN) Program which was designed to Provide jobOpportunities for welfare recipients and to make par-ticipants ready for the Jobs when thedjobs.were readyfor them. Taxpayers that were engage In trade orbusiness and that hired Participants in the WIN Programwere allowed a credit against their income tax liabil-itY for 20 Percent Of the WIN Program expenses; i.e.,Qualifying salaries and wages that were Paid such per-sons for services Performed during theirmonths of employment.
_

first 12
The credit for salaries and wages Paid was tenta-tive, In that it represented earned credit before con-sidering

the impact Of B limitation based on the Pres-ence or siz
Ia

of income tax. The WIN credit Was applied

I



1979

Form 1040 and Instructions, 390

Form 2555--Deduction from, or Exclusion of,

Income Earned Abroad, 1979 and instructions, 399

Form 1116-Computation of Foreign Tax Credit-
Individuals and Instructions, 405

1976

Form Corporation Income Tax Return, and
Instructions, 407

Form 1118-Computation of Foreign Tax Credit
-Corporations: 1977 Revision, and Instruction;, 413

Form 2952-Information Return with Respect to
Controlled Foreign Corporations: 1975 Revision,
end Instructions, 419

Forms and
Instructions

nj~
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